SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: ADVISORY COMMITTEE FOR FROM: Jacky Morales-Ferrand
APARTMENT RENT ORDINANCE

SUBJECT: SEE BELOW DATE: November 30, 2015

SUBJECT: SUMMARY REPORT OF FIRST PHASE OF ADVISORY COMMITTEE
AND PUBLIC INPUT ON POTENTIAL MODIFICATIONS TO THE
CITY’S APARTMENT RENT ORDINANCE

BACKGROUND

The purpose of this memorandum is to provide a summary of the input received at the Advisory
Committee meetings convened to explore potential modifications to the City’s Apartment Rent
Ordinance (ARO). The exploration of potential ARO modifications was identified on June 23,
2015 as the City City’s second highest policy priority for FY 2015-16. On September 1, 2015,
the City Council approved staff’s workplan and provided additional direction to advance the
following items:

e Potential modifications to Municipal Code Chapter 17.23, the Apartment Rent
Ordinance (ARO) including:
o0 The annual allowable rent increases;
0 The debt-service pass through;
0 Revised notification requirements for notices to vacate and rents charged to
tenants in properties subject to the ARO;
o Amendments to facilitate monitoring and enforcement of the ARO;
e Consideration of a Just Cause Eviction Ordinance;
e Evaluation of the Staffing levels to effectively monitor, enforce, and analyze the ARO
program;
e Evaluation of the inclusion of duplexes as part of the ARO;
e Exploration of income eligibility criteria for rent-controlled units;
e Convene an Advisory Committee composed of tenants, owners, and advocates to
provide input on Council-directed items.

Advisory Committee

Per Council direction, a 12-member Advisory Committee was convened, with six members
composed of apartment owners/managers and their advocates and six members composed of
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tenants and their advocates. The Advisory Committee met over several weeks to provide an
initial round of input on the Council-directed items:

September 30, 2015: Presentation on the City’s Apartment Rent Ordinance provisions
October 7, 2015: Income qualification of tenants in ARO units; Inclusion of duplexes
October 14, 2015: Information on consultant scope of work

October 17, 2015: Alternative standards to the annual allowable rent increase

October 21, 2015: Cost pass-through provisions, including debt-service pass-through
October 28, 2015: Petition and administrative hearing process; Data collection,
monitoring, and enforcement

e October 31, 2015: Consideration of a just/good cause ordinance

These meetings were held in several locations, including the Roosevelt Community Center, the
City Hall “wing rooms,” and the City Council chambers. The original schedule included two
additional meetings on November 4 and November 7, 2015 in the event that extra time was
needed to discuss the Council-directed items. These meetings were not needed as the Advisory
Committee covered the items in a timely manner. Another meeting was originally scheduled for
November 9, 2015 in order to summarize the input that has been received during the meetings
noted above. Because Advisory Committee and public input will help inform staff’s
recommendations to the City Council, the purpose of this “recap” meeting is to ensure that the
input received so far during this process has been accurately captured. In order to provide staff
sufficient time to review and process the input provided during the September and October
meetings, the recap meeting was rescheduled to December 7, 2015. This recap meeting, and the
report below, focuses on listing the key comments provided by the Committee and the public
regarding the various Council-directed items. This report does not include staff analysis or fact-
checking of the input.

ANALYSIS
Structure of the Advisory Committee Process

As mentioned above, the City Council directed the staff to create an Advisory Committee at the
September 1, 2015 Council meeting. The purposes of the Advisory Committee were to create a
body composed of stakeholders from both the tenant and apartment owner perspectives, and to
hold a space — viewable and accessible by the public — where the two sides could provide input
for staff to understand the issues from both sides. Ideally, consensus could be reached on each of
the specific ARO items that Council has directed staff to explore. However, local rent
ordinances are the subject of multiple perspectives and different viewpoints, often strongly held.
If consensus cannot be reached, the input provided by the Advisory Committee will be
instrumental in informing staff’s recommendations.
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Given the complexity and different viewpoints, staff utilized three tools to facilitate discussion
for each of the topics at the Advisory Committee meetings. First, the Committee members were
asked to identify shared principles that they all felt were important concepts that the ARO should
achieve. The Committee identified three principles: certainty, predictability, and fairness. At
each meeting, the Committee discussed whether each of the Council-directed items aligns with
each of these shared principles.

Second, the Advisory Committee was asked if each of the Council-directed items meet the three
public purposes as stated in the ARO. The public purposes are: 1) the prevention of excessive
and unreasonable rent increases, 2) the alleviation of undue hardship upon tenants, and 3) the
assurance of a fair and reasonable return on the value of the apartment owner’s/manager’s

property.

Third, the Committee members indicated their positions on the Council-directed items through
“temperature checks” as opposed to a standard yes-no voting mechanism. The temperature
checks utilized three cards of different colors: green (in favor), yellow (mixed
feelings/undecided), red (not in favor). The temperature check provided a mechanism to register
uncertainty or nuanced thinking on each of the Council-directed items. A summary of the
temperature check outcomes is provided below, with several members registering a “yellow”
position on various items. Additional “focus questions” were used to help guide the
conversation and to facilitate the Advisory Committee to provide input to staff on key issues.

Each meeting was conducted by Shawn Spano, a third party facilitator.
Public Participation

Prior to each meeting, staff sent information via a distribution list composed of over 1,500
individuals. Staff also created a dedicated email for interested parties to subscribe to, as well as
a website that contains all of the information related to this process, including background
information, Advisory Committee meeting agendas, minutes, and audio recordings. The website
is located at the following location: http://www.sanjoseca.gov/index.aspx?nid=4744.
Additionally, advocates for both apartment owners/managers and tenants spread the word about
this process to their constituents and stakeholders.

Public attendance was consistently high, ranging between approximately 80 and 120 attendees
each meeting. Attendees were composed primarily of the same apartment owners/managers
representing small landlords. Some of the landlord attendees own apartment buildings under San
Jose’s ARO, while others represented regional groups that own apartment buildings elsewhere
but not in the City or were simply interested participants. Some tenants and tenant advocates did
attend the meetings but comprised a much smaller proportion of the public participants. Some of
the tenant attendees are or were once tenants in an ARO-building, while others rent in non-ARO-
buildings but are interested participants.

Meeting Summaries
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This subsection of the report summarizes the input provided by the Advisory Committee and by
the public participants at the Committee meetings for each of the agenda items. This report does
not include staff analysis or fact-checking of the input. Full meeting minutes and public
comments are attached as appendices to this report. Additionally, a summary of the temperature
checks can be found at the bottom of this report. Positions were registered through green,
yellow, or red cards. Green means *“Yes, support/continue to study,” yellow means “I have
mixed feelings or | am unsure,” and red means “No, do not support/continue to study.”

In general, the Committee members disagreed on whether it is needed to modify the provisions
of the ARO. Tenants Committee members strongly felt the existing ARO is not working, while
owner Committee members felt that the existing ARO does not need to be modified. There was
also disagreement between the members whether there is a problem at all. The owner
Committee members felt that the small numbers of tenant petitions and notifications to terminate
tenancy indicates the lack of a problem. On the other hand, tenant Committee members felt that
the lack of data indicates that 1) landlords are not complying with the ARO and that 2) the ARO
is so flexible that it is difficult to violate it. The Committee members had clear differences
regarding the annual allowable increase and just cause. The Committee also differed on the issue
of the debt-service pass-through, although the input suggests some room for common ground.

However, the Committee members generally agreed that additional education and outreach to
both owners and tenants would be helpful. Additionally, the Committee generally supported
streamlining the petition and pass-through process, as well as adding data gathering, monitoring,
and enforcement capacity and mechanisms. With regard the alternative standards for the annual
allowable increase, the Committee agreed that the operating costs model was too complex and
should not be considered.

Income Qualification (Discussed October 7, 2015)

The City Council directed staff to analyze an income qualification provision for the ARO. This
would mean that rent-stabilized apartments are occupied by renters only if their incomes do not
exceed a certain level. The purpose of this provision would be to ensure that only renters with
greater need, ie, with low incomes, occupy ARO apartments, and to remove the potential for
ARO apartments to be occupied by higher-income individuals. This is also known as “means
testing.” Staff did not identify any California city with a rent ordinance that includes a provision
for income qualification.

Summary of Advisory Committee Comments

e Owners:

— Implementation and management of income qualification requirement would be too
cumbersome for owners/landlords. Examples include challenges with verifying
income, ongoing monitoring, etc.

— Owners lack authority to ensure that tenant income information is correct.
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— Turnover of units based on the income growth of a tenant produces vacancy, which is
undesirable.

e Tenants:

— Penalizes ARO residents for earning higher salaries over time because they might no
longer qualify for an ARO apartment.

— Prevents residents with increasing incomes from saving money for homeownership
because an income qualification provision would displace them from an ARO
apartment into higher-cost market-rate housing.

— Not all income is verifiable; policy could harm vulnerable workers without a
registered income.

e Temperature Check
— 5green; 3red; 3 yellow; 1 absent.

During the discussion of income qualification, a landlord Committee member introduced a
variation to the Council-directed income qualification provision. Rather than remove ARO
tenants in the event that their incomes one day exceed the maximum income limit, instead
remove the ARO apartment from coverage under the Ordinance.

e Owners:
— Management of income restriction model is too cumbersome for owners/landlords
— Owners lack authority to ensure tenant income information is correct
— Landlords should be able to increase rental income when tenant’s income grows

e Tenants:
— Tenants should have protection regardless of their income
— Lifting the annual allowable increase restriction undermines a tenant’s ability to save
for homeownership

e Temperature Check
— 9green; 1red; 1 yellow; 1 absent.

Public Comments

Income qualification requirement will be costly and complicated to administer and enforce.
Creates a disincentive for tenants to earn a higher income.

Difficult to verify tenant income.

This requirement would force landlords to take less qualified or lower quality tenants.
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Focus Questions

e Would an income qualification provision meet the shared principles of certainty,
predictability, and fairness?

— Owners did not provide specific input on this question.
— Tenants did not provide specific input on this question

e Would an income qualification provision align with the public purposes of the ARO,
including: 1) the prevention of excessive and unreasonable rent increases, 2) the alleviation
of undue hardship upon tenants, and 3) the assurance of a fair and reasonable return on the
value of the apartment owner’s/manager’s property.

— Owners did not provide specific input on this question.

— Tenants:
i. Income qualification would not align with the public purpose of the ARO.

Duplexes (Discussed October 7 and October 14)

The City Council directed staff to explore the inclusion of duplexes under the ARO. Currently,
the City’s ARO covers apartments of 3 units or more, and built and occupied before September
7, 1979. Within this subset of apartments, some buildings and rental units are exempt from the
ARO, such as buildings with long-term government subsidies or units that have a Section 8
tenant or is occupied by the landlord. Because the number of apartments with Section 8 tenants
or owner-occupancy may fluctuate each year, the net number of apartments actively under the
ARO also changes annually. Typically, the number of “active” ARO apartments range between
44,000 and 46,000 units in any given year. The number of all renter-occupied units in San Jose —
both ARO and non-ARO rentals — totals 133,000 according to the latest Census data (2014).

Due to State law, only the duplexes built before 1996 could be included under the City’s ARO.
Given this parameter, staff’s analysis indicates that up to 5,460 duplexes, ie. 10,920 units, could
potentially be added to the ARO supply. This represents a potential increase of approximately
24% in the ARO housing supply, assuming an annual active ARO rental stock of 45,000
apartments.

Summary of Advisory Committee Comments

e Owners:
— Duplexes should not be included in the ARO.

— Concerns about impacts of rent restrictions on those who have recently purchased and
incurred debt on their units.
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— Ifincluded in the ARO, many units in duplexes would be taken off the market due to
owner-occupancy. As a result, the realistic yield of including duplexes may not be as
high as expected.

— Even if the City yielded all 10,400, it would still represent a small percentage of the
total housing stock.

— Concerns about owners of duplexes, as they are typically “mom and pops” who
would be disproportionately impacted financially and administratively.

— Issue is about the need to add to the overall housing stock, rather than bringing
additional apartments under the ARO.

e Tenants:
— Inclusion of duplexes is necessary to expand the supply of housing under the ARO.
— False dichotomy to say that the main issue is to only increase overall housing supply.
Preventing households from being displaced and increasing housing supply are both
needed.

e Temperature Check
— 6 green; 5red; 1 absent.

Public Comments

e Duplex owners are mom and pop businesses. Including duplexes under the ARO would
impact their financial viability. It is already challenging to make a profit.

Issue of housing costs is the housing supply. Rent control will not help.

Duplexes should be included.

Including duplexes may encourage owners to keep units off the market.

Duplex owners do not increase rents very much annually.

Focus Questions

e Would the inclusion of duplexes meet the shared principles of certainty, predictability, and
fairness?

— Owners did not provide specific input on this question.
— Tenants did not provide specific input on this question

e Would the inclusion of duplexes align with the public purposes of the ARO, including: 1) the
prevention of excessive and unreasonable rent increases, 2) the alleviation of undue hardship
upon tenants, and 3) the assurance of a fair and reasonable return on the value of the
apartment owner’s/manager’s property?

— Owners did not provide specific input on this question.
— Tenants:
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i. Inclusion of duplexes under the ARO would align with the public policy
objectives because it would increase the ARO housing stock by up to
20%.

Alternative Standards for Annual Allowable Increase (Discussed October 17)

The City Council directed staff to explore potential modifications to the annual allowable rent
increase under the ARO, currently set at a maximum of 8% annually. Staff presented three
alternative standards to the Advisory Committee: flat fixed rate, linkage to the Consumer Price
Index (CPI), and adjustments based on net operating income.

When San Jose’s ARO was adopted in 1979, the inflation rate was approximately 8%. Most of
the other cities in California with rent regulations currently link their annual allowable rent
increase to the CPI. Besides San Jose, two other California cities with rent regulations provide a
flat maximum rate: Hayward at 5% annually and Beverly Hills at 10% annually. The City of
Santa Monica had previously used the net operating income methodology but switched to a CPI
standard a few years ago. Both owners and tenants agreed that the operating income
methodology is too complex and did not recommend it as an alternative standard.

Summary of Advisory Committee Comments

e Owners:

— The ARQO’s existing annual allowable increase of 8% is sufficient to cover the costs
of operating and maintaining the buildings, including costs that the ARO currently
allow owners to recover through the Ordinance’s pass-through petitions.

— Decreasing the annual allowable increase of 8% would not allow owners to keep up
with the costs of running their business.

— Many owners consistently indicated that they do not increase rents up to the
allowable 8%. They may go years without increasing rents or, if they do increase
rents, they only increase them minimally.

— City should not use the bad policies of other cities as a basis for San Jose’s annual
allowable standard.

— The fundamental problem is that there is not enough housing supply. Should not try
to solve the problem of high housing costs on a narrow group.

— This is a business. Owners need to be able to run it.

— Who determines what is a fair rate of return? It is subjective.

— Flexibility is important to owners. If an owner does not increase rents in one year, a
flexible rent ordinance that allows rents to “catch up” in the future is important.
Markets are cyclical and people can move but buildings are in fixed locations. This
creates a real challenge for apartment operators.

— Rent ordinances cap annual allowable increases for tenants in a strong market, but it
does not provide downside protection for owners in a weak market.



ADVISORY COMMITTEE FOR POTENTIAL MODIFICATIONS TO APARTMENT RENT ORDINANCE
November 30, 2015
Subject: Summary Report on Phase 1 Input on Potential Modifications to the Apartment Rent Ordinance

Page 9
— Owners will respond to lower annual allowable increase by increasing rents to the
maximum allowable to maximize profits.
— Decreasing the annual allowable increase will result in decrease of the housing stock.
— An index does not include utility costs or allow for enough savings to cover costs
during economic downturns, major repairs or maintenance.
— The City should not pursue the operating cost study because it’s too difficult, costly
and cumbersome.
— Low volume of tenant petition data for excessive increases shows that the annual
allowable increase is not a problem.
— Operating cost alternative standard is too complex to be used as the basis of an annual
allowable increase.
e Tenants:

Lowering the ARQO’s annual allowable increase does not remove the ability of owners
to recover their costs to operate and maintain ARO apartments. The ARO provides
pass-through provisions that allow owners the ability to pass onto renters costs related
to operations and maintenance, capital improvement, and rehabilitation. Based on
City data, apartment owners are not utilizing these pass-through provisions.

The 8% annual allowable increase was not intended to stay in perpetuity. It was
based on the inflation rate at the time the ARO was implemented. Other cities that
once had a high rate have since adjusted them downward.

Increasing housing supply and preserving the supply of affordable housing are two
important strategies that go together. They are not mutually exclusive.

Understand that this is a business. How to have provisions that are fair to both
owners and tenants.

There are constitutional standards for fair returns and case studies in other cities of
alternative standards for the annual allowable rent increase.

The current annual allowable increase is much higher than the annual wage increases
for the typical worker. This creates an unsustainable affordability gap.

The lack of predictability of rental cost to tenants makes it impossible to save money
for homeownership. Homeowners have fixed rate mortgages, which facilitates the
predictability of their housing costs. Renters do not have that option because their
housing costs depend on what apartment owners will charge them.

Displacement due to high rents is happening to many people.

Owners indicate that the annual allowable increase provides the ability to maintain
their properties, but many properties are not being maintained or improved in a
manner that reflects the rent increases that tenant receive.

Rent ordinances in other cities (such as San Francisco) did not cause their housing
shortages or high housing costs. The housing markets in those cities were out of
control, and rent regulation helped mitigate displacement.

Has not seen rents ever decrease for in-place tenants.

Rent regulations do not cap rents. Vacancy decontrol (which is provided by State
law) allows owners to increase rents to the market price when tenants voluntary
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vacate their units, even if the increase exceeds the ARO’s 8% annual allowable
increase.

— Operating cost alternative standard is too complex to be used as the basis of an annual
allowable increase.

Public Comments

e Just because the ARO allows 8% annual increases does not mean owners actually raise it that
much each year.
e Rent control does not solve the affordable housing issue. Root cause is not enough supply of

housing.

e Owners work hard, many of whom are immigrants, and apartments are an investment and a
way to pay for college.

e ARO apartments are older and need to be maintained. Costs are rising and ARO owners
need to be able to pay for operations and maintenance costs.

e Landlords profit off of tenants. Rents are out of control and most people do not get raises
that match rental increases.

Focus Questions

e Does the existing annual allowable increase of 8% meet the shared principles of certainty,
predictability, and fairness?

— Owners:

If the goal is fairness, perhaps tenants should be forced to stay in units when
the market goes soft instead of allowing them to move where the jobs are.
CPI does not meet any of the shared principles.

Banking for multi-year rent increases is more fair than not having such a
provision.

— Tenants:

Existing 8% allowable provides certainty and predictability, but does not
provide fairness to tenants.

CPI offers an element of fairness, though the fluctuation does limit the
certainty or predictability.

As the “burdens” on landlords are discussed, the benefits provided through
public policy and government influence like good schools, parks, community
infrastructure, which drives up rents because properties become more valuable
should also be discussed. This is important to remember when discussing
fairness.

Current allowable increase of 21% if rents have not increased for at least two
years is unfair for tenants.

Banking does not provide predictability or certainty for tenants. If banking is
allowed, there needs to be a cap.
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e Does the existing annual allowable increase of 8% align with the public purposes of the
ARO, including: 1) the prevention of excessive and unreasonable rent increases, 2) the
alleviation of undue hardship upon tenants, and 3) the assurance of a fair and reasonable
return on the value of the apartment owner’s/manager’s property.

— Owners did not provide specific input on this question.
— Tenants:

Debt Service Pass-Through (Discussed October 21, 2015 and October 28, 2015)

The City Council directed staff to explore potential modifications to the ARO’s debt-service
pass-through provision. This provision allows purchasers of an ARO apartment building to pass
up to 80% of their mortgage cost to renters. Over the past five years, thirteen debt-service pass-
through petitions have been filed with the City, leading to rental increases of $90-$400, or 7%-
65% increases.

The debt-service pass-through is one of four pass-throughs in the ARO that allow apartment
owners to pass on their costs to renters. The other pass-throughs include operations and
maintenance, rehabilitation, and capital improvement. All four pass-throughs utilize a worksheet
to determine the amount of the pass-through. Allowable costs under the ARO and identified on
the worksheet are able to be passed through.

Although Council direction was to explore the debt-service pass-through, it became clear
through the Advisory Commission process that it was necessary to review all of the pass-
throughs. For example, owners consistently indicated that potential modifications to the annual
allowable increase would impact their ability to operate and maintain their building. Yet, over
the past five years, owners have filed no pass-through petitions for operations and maintenance
or rehabilitation, while only two capital improvement petitions have been filed during the same
period. Additionally, all four of the pass-through petitions require the same work and
administrative process. Streamlining the requirements for one of the pass-throughs means
streamlining for all of the pass-throughs. Thus, it is important to explore potential modifications
to the entire pass-through program in order to make it easier for owners to use given their input
about the importance of maintaining their buildings.

Summary of Advisory Committee Comments

e Owners:
— There is no need to make changes to the debt-service pass-through because investors
need the regulation to support the financial viability of their investment..
— Elimination of the debt-service provision may harm owners who have recently
purchased a property and may be considering petitioning for a pass-through, if the
debt service petition was part of their financing plan.
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Elimination of the provision may lead to foreclosure for units purchased within the
year the provision is eliminated.

Eliminating the debt-service provision will reduce the value of the property at the
time of sale.

Eliminating the debt-service provision will make it difficult to make necessary
improvements and investments to maintain the apartment.

Tri-County Apartment Association: Interested in discussing potential changes to the
debt service provision to reduce the impact to tenants.

The Ordinance requires that the seller of an ARO apartment inform potential buyers
of the building’s ARO status. However, not all sellers comply with this disclosure
requirement, which can harm the buyer. This reflects the need for more education
and/or enforcement of the ARO.

Cost pass-through worksheet is complicated and the amount that is allowed to be
passed through is subject to hearing officer discretion and is unpredictable.

Issues related to pass-throughs and other Council-directed items are interrelated and
need to be considered holistically.

e Tenants:

Debt service based rent increases are significant and result in immediate
displacement, which allows the owner to raise the rent to market because of the
“voluntary” vacancy.

The ability to pass investment risk to tenants by transferring the mortgage costs of a
new purchase to tenants, regardless of specifics of the financial deal. The provision
artificially inflates property values because investors, knowing they can pass on costs,
may bid more than they otherwise would on the property.

In a debt-service pass-through, renters ultimately finance a significant portion of the
buyer’s investment but see none of the benefit.

Debt-service pass-through should be eliminated and should not be a public policy
objective. There are other provisions that allow for fair and reasonable return.

ARO contains provisions that allow owners to address the costs of running their
business but those provisions have not been utilized by owners.

e Temperature Check

5 green; 2 red; 2 yellow; 3 absent.

Public Comments

e Costs can be incurred by a landlord due to tenant neglect or damage. This isn’t normal
maintenance and owners have to bear those costs for a year before being able to pass it on.

e Did not know about pass-through process until tonight. Would need help to follow the
process.

e The 8% annual allowable increase is too high, and landlords are not using the existing pass-
throughs that are available to them to help with costs associated with running the business.
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e Curious that landlords are making the investment, then transferring the risk and cost to
tenants. Encourages speculation.

e Debt-service pass-through facilitates sales of apartment buildings if an owner needs to divest.

Focus Questions

e Do the current debt-service pass-through provisions meet the shared principles of certainty,
predictability, and fairness?

— Owners:

i. Cost pass-through provisions do not meet the shared principles of certainty,
predictability, and fairness because the amount that may be passed through
depends on the decision of an Administrative Hearing Officer.

— Tenants:

I. The pass-through provision process is predictable for the landlords, but does

not meet the principles of fairness or predictability for tenants.

e Do the current debt-service pass-through provisions align with the public purposes of the
ARO, including: 1) the prevention of excessive and unreasonable rent increases, 2) the
alleviation of undue hardship upon tenants, and 3) the assurance of a fair and reasonable
return on the value of the apartment owner’s/manager’s property?

— Owners did not provide specific input on this question.
— Tenants:

i. Inclusion of duplexes under the ARO would align with the public policy
objectives because it would increase the ARO housing stock by 20%.

Petition, Mediation, and Arbitration Process (Discussed October 28, 2015)

The City Council directed staff to explore potential modifications to the notification

requirements for notices to vacate and rents charged to tenants in properties subject to the ARO.
Considerations related to this item also relate to the ARO’s overall petition and hearing process,
and relates to issues related to the annual allowable increase and cost pass-through provisions as
well. As noted by the Advisory Committee, each of the Council-directed items are interrelated.

During the five-year time frame from FY 2010-11 to FY 2014-15, ARO staff have had over
12,100 customer interactions composed of email, phone call, and walk-in customers. In the same
time period, tenants filed 819 eligible petitions. These petitions comprised 1,169 issues (each
petition may have multiple issues), including excessive rent increase (included in 236 petitions),
service reductions (included in 599 petitions), housing code violations (included in 193
petitions), and termination of tenancy (included in 141 petitions)
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During the same time period, owners filed 15 cost pass-through petitions: thirteen for debt-
service, two for capital improvements, and none for operations and maintenance or for
rehabilitation. Additionally, owners filed 1,549 notices of termination of tenancy with the City
(310 notices annually).

Currently, it cannot be determined whether or not the existing data reflects reality or whether
there are additional housing issues, excessive rent increases, or terminations of tenancy that are
not captured in the data. There was a consensus by both owners and tenant that more education
would be useful.

Summary of Advisory Committee Comments

e Owners:

— The small number of items filed by owners (notices to terminate tenancy) and tenants
(petitions regarding housing problems and excessive rent increases) with the City
means that there is no problem with the ARO and that the issues that the City Council
or the tenants are concerned about do not exist in a meaningful or prevalent way that
requires tightening the Ordinance.

— What are the reasons owners give tenants notices to terminate tenancy (ie a no-cause
termination)? If this was known, it would provide a better understanding of the issues
and concerns.

— Administrative hearing process is difficult to navigate. It takes time and energy to
participate in the process.

— City should regularly notify owners of their responsibilities under the ARO and
provide more education and outreach. Lack of education and bad actors are the main
issues. Consider new programs to facilitate education and outreach.

— City should provide additional clarity about what is considered a “service reduction.”

e Tenants:

— The lack of petitions filed does not mean the lack of a problem. It could reflect the
fact that a “loose” Ordinance impacts tenants but there is nothing that could be done
(for example, if a petition for an excessive rent increase falls within the 8%/21%
allowed by the ARO, the petition is not eligible) or that apartment owners are not
complying with ARO requirements.

— Itis not possible to discover a reason for the cause of a no-cause termination of
tenancy. The ARO does not have a just cause ordinance.

— Tenants need more education of rights under the Ordinance. Many do not know their
unit is subject to ARO or their right to mediation/arbitration. Language access needs
should to be considered.

— The mediation/arbitration process is long. Consider streamlining the process.
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— Scheduling hearings and responding to petitions is cumbersome because of language,
work scheduling, childcare, lack of resources, fear of retaliation from owners, and
other barriers.

— Burden falls on tenants to report what they believe to be violations against them.

e Temperature Check
— 8 green; 1 yellow; 3 absent.

Public Comments

e Apartments may need major repairs but rents may be too low to cover costs.

e Data does not support that there is a problem with the ARO.

e Number of petitions is low because the law is broken and ineffective. Ordinance does not
work for tenants.

e Hearing process needs to be fair. It is too long and complicated for both owners and tenants.

Focus Questions

e For owners, what specifically is challenging about the process or ARO provisions that limit
the use of pass-throughs? For tenants, what specifically is challenging about the process or
ARO provisions that limit the filing of petitions?

e Owners:
i. Concern that the administrative hearing process is uncertain.
ii. Cost pass-through worksheet is complex and difficult to complete.
iii. Able to recoup costs through the 8% annual allowable increase provided by
the ARO.

e Tenants
I. Barriers to the petition and hearing process, including the lack of knowledge
and resources as well as the fear of retaliation.

e For owners, what suggestions do you have for facilitating the utilization of the cost pass-
through provisions? For tenants, what suggestions do you have for facilitating the ability to
file qualified petitions?

— The Advisory Committee largely shared similar input on the utilization of pass-
throughs, including increasing education and outreach for both owners and tenants,
and streamlining the petition and hearing process.

e Do the current petition and hearing process meet the shared principles of certainty,
predictability, and fairness?
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— Owners:
i. Current petition and hearing process does not provide certainty and
predictability to either owners or tenants.
ii. Hearing process is not fair for owners.
— Tenants:
i. The pass-through provision process is predictable for the landlords, but does
not meet the principles of fairness or predictability for tenants.

Administration, Monitoring & Enforcement (Discussed October 28, 2015 and October 31, 2015)

The City Council directed staff to explore amendments to facilitate monitoring and enforcement
of the ARO, and to evaluate staffing levels to effectively monitor, enforce, and analyze the ARO
program. The ARQ’s core functions have been to: 1) respond to customer inquiries; 2) intake
tenant and owner petitions; 3) liaison between tenants and owners; and 4) administer the
mediation/arbitration hearing process. The ARO does currently have requirements, mechanisms,
or staffing for proactive data gathering, monitoring, or enforcement of the Ordinance’s
requirements.

Summary of Advisory Committee Comments

e Owners:
— Existing data does not suggest there is a problem.
— Explore new programs for outreach and education, such as an ombudsman or
community training program.
— City should track supply and demand of housing in San Jose.
— City should enforce against bad landlords.
— City should not create bureaucratic systems that require additional staff.
— Data collection could be outsourced.

e Tenants:
— Need data on vulnerable populations.
— Lack of data does not mean there is no problem. May be due to lack of compliance or
understanding of City requirements.
— City needs to do more education for tenants.
— City needs to more closely monitor units to ensure compliance, enforce against bad
landlords.

e Temperature Check
— 5 green; 4 yellow; 3 absent.
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Public Comments

e City should conduct a survey of rents in ARO apartments. Duplexes should be surveyed
separately.

e Data is important. Should collect data on all apartments to create clear dataset. ARO
apartments rent for 30-40% below market rents.

Focus Questions

e What data should the City be collecting to facilitate the monitoring and enforcement of ARO
provisions?

— Owners:
I. City should track supply of and demand for housing. The main issue of high
housing costs is the lack of supply.
— Tenants
i. Data analysis that provides context, such as homeowners/renters and
demographics/specific populations like persons over 65 and students.
Important to understand the needs of vulnerable populations.

e Besides data collection, what else should be explored to facilitate the monitoring and
enforcement of ARO provisions?

— Owners did not provide specific input to this question.
— Tenants did not provide specific input to this question.

e Do the current petition and hearing process meet the shared principles of certainty,
predictability, and fairness?

— Owners:
I. Current petition and hearing process does not provide certainty and
predictability to either owners or tenants.
ii. Hearing process is not fair for owners.
— Tenants:
i. The pass-through provision process is predictable for the landlords, but does
not meet the principles of fairness or predictability for tenants.

Termination of Tenancy - Just/Good Cause Eviction (Discussed October 31)

The City Council directed staff to explore a just cause eviction ordinance. The City’s ARO does
not currently have a just cause provision. For jurisdictions without just cause, the State does
provide for-cause criteria for issuing 3-day notices for evictions, including “pay or quit,”
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“perform covenants or quit,” or “quit” notices. These notices typically cover issues related to
non-payment of rent and substantial violations of the lease agreement. Jurisdictions that seek to
broaden the reasons for for-cause evictions may do so under a just/good cause program.
Currently, there are fifteen cities in California with a just/good cause ordinance.

The City’s ARO currently allows for no cause terminations of tenancy. For tenants who have
lived in an ARO apartment for less than one year, the owner must provide a minimum of a 30-
day notice to terminate tenancy to the tenant. For tenants who have lived in an apartment longer
than one year, the owner must provide either a 60-day notice plus an offer to arbitrate, or a 90-
day notice. In a severe housing market (defined as a vacancy rate of less than 3%), a 120-day
notice is required. The owner must also file these notices with the City. When a landlord
terminates a tenancy without cause, the ARO requires that the rental increase follow the
allowable rental increase provided by the Ordinance. When tenants are evicted for cause or
vacate the apartment of their own volition, landlords can raise the rent up to the market price.

For both the owners and the tenants, this item appears to be one of the most important issues of
this ARO process. On the apartment owner side, the key issue is how good landlords can
remove bad tenants. On the tenant side, the key issue is how good tenants can remain in a stable
living environment, and/or how to be protected from bad tenants. Both sides provided anecdotes
to convey their concerns and priorities reflecting their perspectives. It appeared challenging for
each side to reflect and to relate to the concerns of the other side.

Summary of Advisory Committee Comments

e Owners:

— The current no-cause termination of tenancy works for landlords. A just cause
ordinance is not needed.

— Owners need a simple and expedient method to terminate their relationship with
tenants.

— Current 60 & 90-day noticing requirements are not expedient but they do allow for a
simple process to terminate tenancy that provides tenants with enough time to find
alternative housing.

— Some tenants are serial problem tenants.

— Unlawful detainer process is expensive and small owners do not have the resources to
take tenants to Court. Foregone rents add to the potential cost.

— Unlawful detainer process is unpredictable and can go on for a longer period than
described.

— ltis difficult to show evidence during the unlawful detainer process to demonstrate
that a problem tenant is violating lease terms.

— Landlords take their duty of care of tenants seriously, but just cause would take away
safe harbor for landlords.

— Tenants have the power in the current system. They can delay the process, or provide
landlords a short notice if they voluntarily choose to vacate the apartment.
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There are “professional tenants” who know how to move around and work the
system.

Data does not support or show that there is a problem with the current provision for
no-cause termination of tenancy.

Owners do not want vacancies. They do not have an incentive to terminate tenancy if
not needed. They only terminate tenancy to protect the enjoyment of the quality of
life for other tenants.

Need to protect landlords from bad tenants.

e Tenants:

The current ARO does not protect tenants because it lacks a just cause provision.
Good tenants need stable housing. Current conditions allow for good tenants to lose
their housing without doing anything wrong.

Most tenants are good tenants.

If a tenant does not vacate after being served a 3-day eviction notice or a no-cause
notice to terminate tenancy, owner would still need to go through the unlawful
detainer process.

The imbalance of power must be acknowledged. The fact that landlords own
property fundamentally elevates their power over tenants, who typically rent because
they are unable to be homeowners themselves.

Many tenants are afraid to file a petition against landlords regarding housing code
violations or service reductions. Just cause provides greater certainty that landlords
cannot retaliate against tenants.

Termination of tenancy to low-income families creates significant impact, including
changing schools, loss of access to transit/commute to work, costs to move, loss of
proximity to family and other aspects of social capital.

Some landlords terminate tenancy based on issues that would violate fair housing
standards. The lack of just cause prevents knowledge of fair housing violations.
Court system is fundamentally biased against tenants. Easy for landlords to
demonstrate proof against tenant. In the majority of unlawful detainer cases, tenants
do not show up to court.

Insufficient community resources to assist tenants. Resources are also available to
apartment owners.

Data does not show how often this is happening because there is no enforcement of
ARO, not because the termination of tenancy is not taking place.

Tenants would rather move than go through the unlawful detainer process because
having an eviction reported on their credit makes it very difficult to find housing.
Add a lease addendum that outline rights and responsibilities of owners and tenants.
Need to protect tenants from bad landlords.

e Temperature Check

3 green; 6 red; 3 absent.
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Public Comments

e Owners are trying to protect good tenants from bad tenants.

e Just cause is needed to protect good tenants from bad landlords. Would balance existing
imbalance of power that currently favor landlords.

e Existing ARO works just fine. No need to strengthen, which will increase staffing costs.

e There may be unintended consequences from good intentions with just cause. Absence of
just cause helps tenant, who may be afraid of retaliation from bad tenants.

e Tenants are being forced out and need protection.

Focus Questions

= For owners, what specifically would be the challenges of removing problem tenants under
just cause?

— Owners:
i. Unlawful detainer process is unpredictable.
ii. Itis very difficult to meet the preponderance of evidence test in court to
demonstrate that the tenant is violating the terms of the lease agreement.
iii. Tenants have the power.
iv. Financial challenges including legal costs and foregone rents

= What policies could stabilize the living situations of good tenants by ensuring their tenancy?
— Tighten up the language to clarify “substantial violation” of a lease agreement.

= What might be potential unintended consequences or benefits of a just cause ordinance?

— Owners:
i. It would make it harder to remove problem tenants and it would decrease the
quality of life for good tenants.
ii. Just cause would create an adversarial relationship between landlords and
tenants.
iii. Just cause would bring out the worst in tenants because it would provide
tenants unilateral protection.

— Tenants:
i. The lack of just cause creates unstable living situations for tenants.
ii. Just cause would balance out a system currently biased in favor of landlords.

= |f there were to be a just cause ordinance, what should be included?

— Committee members did not provide specific input on this question.
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= How might a program be designed to protect good tenants from displacement while
simultaneously allowing owners to remove problem tenants?

— Committee members did not provide specific input on this question.

= Would a just cause eviction ordinance meet the shared principles of certainty, predictability,
and fairness?

— Owners:
i. Just cause would not provide owners certainty, predictability, and fairness.

— Tenants:
i. The lack of just cause creates a lack of certainty, predictability, and fairness
for the tenants.

= Do the current debt-service pass-through provisions align with the public purposes of the
ARO, including: 1) the prevention of excessive and unreasonable rent increases, 2) the
alleviation of undue hardship upon tenants, and 3) the assurance of a fair and reasonable
return on the value of the apartment owner’s/manager’s property?

— Committee members did not provide specific input on this question.
Summary of Temperature checks

As mentioned above, the Advisory Committee took a series of temperature checks to indicate
their position on the Council-directed items. See Table 1 below. Each of the temperature check
questions followed the same format, asking the Committee whether the City should continue to
study income qualifications, inclusion of duplexes, modifications to the debt-service pass-
through provision, modifications to the administrative hearing process, exploration of monitoring
and enforcement of ARO requirements, and the creation of a just cause ordinance. Again, green
means “Yes, support/continue to study,” yellow means “I have mixed feelings or I am unsure,”
and red means “No, do not support/continue to study.”
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Table 1: Summary of Advisory Committee Temperature Checks

Advisory Income Incentive- Include Modify Modifications Monitoring/
Committee  qualification based duplexes debt- to Hearing Enforcement
Seat income service Process
qualification pass-
through

Owner/ Green Green Red Yellow Green Yellow Red
Manager
Owner/ Green Green Red Yellow Green Yellow Red
Manager
Owner/ Red Green Absent Red Yellow Green Red
Manager
Owner/ Green Green Red Absent Absent Yellow Red
Manager
Owner/ Green Green Red Absent Absent Yellow Red
Manager
Owner/ Green Green Red Red Green Green Red
Manager
Tenant Seat Red Red Green Absent Absent Green Green
Tenant Seat Red Yellow Green Green Green Green Green
Tenant Seat Yellow Green Green Green Green Green Green
Tenant Seat Absent Absent Green Green Green Absent Absent
Tenant Seat Yellow Green Green Green Green Absent Absent
Tenant Seat Yellow Green Green Green Green Absent Absent
SUMMARY 5 green; 9 green; 6 green; 5 green; 8 green; 5 green; 3 green;

3 red; 1 yellow; 5 red; 2 yellow; 1 yellow; 4 yellow; 6 red;

3 yellow; 1 red; 1 absent 2 red; 3 absent 3 absent 3 absent
1 absent 1 absent 3 absent
NEXT STEPS

Staff has modified the workplan to bring recommendations for Council consideration on March
22, 2016.

e December 7, 2015: Advisory Committee meeting to receive information and to provide
feedback on summary of Committee and public input.

e End of 2015: Release public draft of consultant report.

e Mid-January 2016: Advisory Committee meeting to provide input on draft consultant
report.

e Mid- to Late-February 2016: Hold two general public meetings and one Advisory
Committee meeting to provide input on staff’s draft recommendations for potential
modifications to the ARO.

e March 10, 2016: Housing and Community Development Commission to provide input of
staff’s draft recommendations for potential modifications to the ARO.
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e March 22, 2016: City Council consideration of staff’s recommendations for potential
modifications to the ARO.

Given the multiple perspectives on this topic and in order to bring back consultant analysis, staff
has included four additional meetings (as noted in the above timeline) not originally in the
workplan approved by Council in September 1, 2015. These include two additional Advisory
Committee meetings and two general public meetings to obtain input on staff’s
recommendations. The revised workplan ensures that both the Advisory Committee and the
public have sufficient time to respond to both the consultant report and staff recommendations.

Consultant Report

The City has procured consultants to perform an analysis of the apartments subject to the ARO
Ordinance. The analysis will include the following topics:
e An economic analysis on apartments under the ARO,
e Demographic and socio-economic conditions of ARO tenants,
e A comparison of ARO and non-ARO rents,
e An assessment of other ARO and non-ARO apartment characteristics - such as building
quality and age.

Based on public input to utilize as much historical data possible, the consultant work was

expanded to include additional Census data. The study is currently underway and it is
anticipated that a draft will be available for public review by the end of 2015.

Is/
Jacky Morales-Ferrand
Director, Department of Housing

For questions, please contact Wayne Chen, Acting Division Manager, at (408) 975-4442.

Attachments: ARO Advisory Committee Meeting Minutes and Public Comments



ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OCTOBER 7, 2015

MEMBERS PRESENT: Matthew Carney
Gustavo Gonzalez
Joshua Howard
John Hyjer
Aimee Inglis
Roberta Moore
Melissa Morris
Elizabeth Neely
Michael Pierce
Eloise Rosenblatt
Tom Scott

MEMBERS ABSENT:  Elisha St. Laurent

STAFF: Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Paul Lippert Housing Department
Ramo Pinjic Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:11 pm.

(b) Introductions— Mr. Spano introduced himself and Committee Members introduced themselves,
including Mr. Matthew Carney, the final tenant representative.

(c) Unfinished business from September 30th meeting, if any (Housing Staff, Facilitator)
Mr. Spano reviewed the ground rules provided at the 9/30 meeting.
Ms. Neely asked how the Committee’s question will be answered. Web or in person?

Mr. Gonzalez stated that he was pleasantly surprised that only .4% of the total properties were engaged
in the petition process. Average price per 1-unit bedroom as stated in the 9/30 PowerPoint seems
unrealistic and outside of his experience as a real estate broker. Would like to see the actual data as to
where that information came from.

Mr. Chen responded that we have procured a new data source through CoStar. Also investigating rate
of change in addition to the delta between ARO and non-ARO rents.

Ms. Morales-Ferrand also responded that it’s very difficult to monitor ARO rents because we’ve never
recorded rents



Ms. Moore asked when the answers and the data that was requested at the 9/30 meeting would be
provided.

Mr. Chen responded that the consultant team will be retrieving as much historical data and information
from as possible.

Mr. Pierce asked if the Committee be able to see the reporting data before the report goes to the City
Council. And, should we wait for the consultant’s report?

Ms. Inglis stated that data is important and that additional data is available through the Census.
Committee should patiently trust the process. The City Council asked the group to address the problem
so the Committee should take the issue seriously rather than question whether or not there is a problem
to address.

(d) Presentation and discussion on the inclusion of a requirement for income qualification of tenants in
the ARO (Housing Staff, Facilitator)
Ms. Morales-Ferrand presented information on the Council referral to explore creating an income
restriction for ARO units.

Public Comment
Owner: If this unit is still mine, why would you control tenants?

Tenant: Of the two proposals, bedroom median income cap will allow more people into units. Seems
like a lot of work for both parties. Harms tenants who are trying to save money to get ahead.

Owner: Small landlord, runs own property. Costs a lot of money to get a new tenant. If tenant exceeds
maximum income who is going to evict? Who is going to get taken to court? It is expensive to run
apartments. Income is based on how long/hard people work. Shouldn’t discourage hard working
people.

Owner: Income qualification sounds like communism. Goal seems to be to turn ARO buildings into
public housing and owners don’t have the ability to opt-out. Totally unfair.

Owner: Rent control ordinance is unfair. Units are smaller and older apartments which are purchased
by hard working people who are not rich. He and his wife work really hard. This ordinance punishes
small owners. Running public housing on backs of small business owners

Owners: Small rental property owner in San Jose. Concern about income qualification of tenants. Put
tenants in fear of eviction if they work more. Hard for them to stay local and work harder.

Owner: Advocates have heartfelt stories about the hardships that exist. Owns duplex. Against income
qualifications because it won’t fix the problem and it will be a lot of work for owners. Income
assumptions set at 30% but nationally it’s 50%.

Tenant: Questions that are unresolved? Consequences of misrepresenting income? Consequences of
renting to a tenant who wasn’t qualified? Delays in retrieving data? What if income cannot be
proven? May be consensus that this process doesn’t serve the interests of the community.



Tenant: Senior affordable housing in Willow Glen. People are living on the edge from social security,
disability. Asking landlords to please understand the impact of receiving 8% rent increases. Thinks
there should be a test for landlords who want to increase rents.

Owner: Concerns with the idea and implementation of income qualification. What happens when
household size changes? Tenants should have privacy of their information and how will owners
verify information? Walk away from this idea.

Owner: Against income qualification. Issues with implementation. Firmly against the idea that
government should increase staffing based on its own program

Owner: Surprised that someone would propose this. Finding tenants is hard enough as it is. Likely
discrimination lawsuits. No need to add additional burden to the landlord.

Care about privacy information. Income qualification becomes a kind of discrimination. Very
difficult for landlord to verify income, especially when incomes vary.

Owner: The City is discriminating against people with money. Should have been vetted by legal
department before discussed. Four new staff means more pensions.

Owners: landlords have a right to manage their own personal property and this system will force
landlords to take less qualified or lower quality tenants

Tenant: Is not bothered by the “attack™ on the rich idea. What’s unfair is expecting 8% returns every
year.

Owner: Tenants rights group has a point. It’s very difficult to make money in San Jose. None of the
AROs are means tested. What is being presented is solving a social problem on the backs of 400-500
people.

Committee Discussion

Mr. Pierce: landlords are already providing a public subsidy — it’s just not funded by a public entity.
If looking at marginal price — the lower you allow the price, the longer the tenants stay which reduces
the units available. If someone’s income jumps, what if they’re no longer protected under rent
control. Then no need for City staff. Over time it would allow more units to rise faster.

Ms. Moore: The income qualification was intended to prevent abuse and keep units available for
those who need it.

Ms. Rosenblatt: Sympathetic to concerns of owners. Has experience with income qualification as a
lawyer. People lie in their court documents under penalty of perjury and she’s sure they’ll lie or
underreport income to owners.

Ms. Morris: Rent control is good to prevent displacement of long-term and in-place tenants. Because
tenants have stability in their housing they may be able to build wealth for education, savings, etc.
Looking at income qualification, it doesn’t reach the goal or purpose of the ARO.



Mr. Scott: City has 17,000 affordable units. BRM has many formulas. We aren’t serving enough of
the very low income people. Most affordable units go to people with higher income. Wonders how
many people means test out of affordable housing. Lowering the allowable rent increase isn’t going
to solve the main problem of someone not being able to afford rent.

Ms. Inglis: Means testing associated with ARO programs is a solution looking for a problem. Median
household income for low income tenants — won’t statistically have a lot of tenants. Non-issue.
Reiterate point previously: ARO is best at anti-displacement for in-place tenants. Can’t have vacancy
control so we can’t really look at rent control as an affordable housing policy.

Mr. Hyjer: Income restriction is for existing tenants because when the unit becomes vacant, the unit
goes to market. Mr. Pierce’s suggestion allows landlords of units with tenants whose income grows,
to recoup more in rent because the tenant no longer needs the assistance that they once did. Means
testing helps in that way.

Ms. Rosenblatt: Lives in a 40-unit complex. Some units set aside for seniors on fixed incomes. When
building was purchased by new owner, those units were eliminated. Wonders if that requirement
exists to set 10% of units aside.

Mr. Hyjer: Depends on the type of program that the building owner was participating in. Possibly a
bond restriction or a program that was part of the deed.

Mr. Gonzalez: His tenants are low income families. The real answer is added supply of below market
rate units. We should incentivize Mr. Hyjer’s company to build more below market rate units.

Mr. Howard: Rent control is an affordable housing program but the subsidy comes from a private
owner, not the government and the subsidy is tax free to the recipient. People who need the help are
those with less than $100k. We need to have a better understanding of who lives in these units to
ensure that people are receiving the help they need. Maybe means testing is done with an incentive to
landlords to rent to tenants who are earning a certain percentage of median income.

Ms. Neely: How are incomes tied to rent increases under income restriction? Can income fluctuate in
an income restricted program?

Ms. Inglis: Helpful if we could scale back rhetoric. Rental subsidy programs exist. Rent control is not
a subsidy program.

Mr. Pierce: Important to note that income qualification could remove the incentive for a higher
income person who is receiving a subsidy for their rent that they don’t need. If the rent restriction is
removed, the tenants rent can grow and they can move out and have the unit available to the lower
income tenant.

Ms. Rosenblatt: Doesn’t have a problem with a means test, but wonders if there is a means test and
monitoring that owners would even like.

Temperature Check: Should the City continue to explore developing an income qualification
model for the ARO?
Yes: Howard, Pierce, Scott, Moore, Gonzales



Unsure: Carney, Neely, Rosenblatt
No: Morris, Hyjer, Inglis

Mr. Howard: Recommendation: Should the City explore an incentive based income
qualification program?

Yes: Gonzalez, Rosenblatt, Moore, Scott, Pierce, Howard, Carney, Hyjer
Unsure: Morris
No: Inglis

(e) Presentation and discussion on the inclusion of duplexes in the ARO (Housing Staff,
Facilitator)
Mr. Chen presented information on the potential inclusions of duplexes under the ARO.

Public Comment
Owner: Duplexes today are $1M, which requires about $4,000 a month or $2,000 a unit. These units
are older and won’t last long. $1750/month for his units.

Owner: Reality is that adding restrictions to the easiest type of property to occupy. These properties
are already losing money in these markets, which means that owners will re-occupy these buildings.
Big displacement risk.

Owner: Problem with voting process on previous item. Roll call voting influences people voting later
down the line. Photos were taken of vote. Thinks photos will be sent out which could cause people to
be attacked.

Tenant: City Council posts their votes publically so no issue with voting. Should include duplexes in
the ARO. Previous conversation: if all of a sudden renters are forced into higher rent units they’ll lose
the savings they had created.

Owners: Small landlords own duplexes. They are working class and they will have to work very hard.
Have to work hard to attract tenants. Squeezes owners. Small owners are struggling just like tenant.

Owner: Two duplex owner, worked very hard to own duplex without subsidy from government.
Doesn’t increase rent very much ~$50/year? Encourages people to keep units out of the market.

Tenant: Why were duplexes originally excluded from the original ARO? The impact of a rent
increase for

Owner: Previous owner of duplex owned debt-free. She paid $850k and property tax is very high.
Those costs are before improvements. When they bought the unit the property was not under rent
control.

Owner: Owns a duplex — opposes rent control — why can duplexes be included now if it was
originally excluded?

Owner: Sold a duplex for 500k that was generating $43k a year in operating income. After taxes and
improvements, income goes away.



Tenant: Duplexes should be included. Not enough affordable housing in San Jose. How could people
ever become to owners without saving money? 2/3 are landlord occupied — need an answer.

Owner: Lives in San Jose for 20 years and owns a duplex. Housing shortage is about supply. Rent
control won’t solve the supply problem. Rent control restricts housing supply. Not a healthy system,
like San Francisco.

Owner: Property manager for duplexes. Very difficult to make a profit.
Owner: Owns duplex. Shortage of housing drives rents up. Lots of people who need help. Every tax
payer should contribute, not just a small percentage of population. Willing to sell unit to City for

them to rent to tenants.

Committee Discussion
Mr. Howard: Asked if there been a legal review as to whether this was legal under Costa-Hawkins.

Ms. Inglis: Questions on Costa-Hawkins. SF could only apply it up to 1979.

Mr. Hyjer: When scrubbing the data, pull out the number of owner occupied units.

Ms. Moore: Including duet homes and duplexes would discourage single family homeowners from
building units over their garages or from adding density to property. Creating a rental regulation for

those units would discourage those additions which is a city goal.

Mr. Scott: Against adding small properties under rent control. Recent immigrants often look at these
properties to move their families in.

Mr. Pierce: Liberalizing planning process to include granny units is a way to expand the housing
stock. Should not hurt that building type by regulating duplexes.

Mr. Howard: Concerns about data available. The Committee has very meaty issues to take up. Not
sure this is an issue that merits addressing. Recommended doing a temp. Check now about whether to
take the issue up at all.

Mr. Morris: In favor of including duplexes. Issue is significant and shouldn’t be treated lightly.
Agenda item will move forward under unfinished business.

(f) Open Forum

Owner: data is critical to make good decisions. If you look at 5 years ago, so many people lost their
jobs and homes because they could not afford to live here. Comparing best and worst time.

Owner: In America we insist that we have equal opportunity for all. Rent control decreases the

opportunities for those who are looking for housing which is not fair. Those who are supporting rent
control.



Owner: More and more people cannot afford a place to live. Problem is supply and demand.
Communism failed for a reason. SF has high rent for a reason.

Owner: When you buy a property you get a silent partner in the United States Government. Bought
small building built early in the 1900s through a loan. Properties are becoming gentrified. Shouldn’t
have invested in them.

Tenant: Regulations don’t cover new construction so granny units don’t count. Nothing stops landlords
from passing through reasonable costs.

Tenant: More balanced discussion. Rent control has been working for a long time. City Council stays
working for a long time until people are ready to vote.

Tenant: If the tenant’s income is relevant the landlord’s income should be relevant as well.

Investor/Realtor: Housing shortage is an issue. Rent control is a disruptive policy — lose-lose for renters
and owners. Less incentives for investors to engage. Less incentive for landlords. Lower quality
housing for City.

Tenant: Rents a condo with a decent landlord. Neighbors are having to leave due to rent increases of
$300-$350 a month. Housing shortage is real. One moved away and another has moved in with family.
Serious problem.

Tenant: People are suffering under high cost of housing. This body isn’t making decision about building
more housing, it’s supposed to discuss rent control.

Owner: West San Jose: Free and fair market is the best solution for the City. Don’t make it more
difficult to find housing.

Owner: Increase supply through zoning regulations by making subdivision easier. Build more public
transportation so that people can more

Owner: Rent control doesn’t limit supply. Adding duplexes into supply is a good thing. We don’t need
more buildings without restrictions.

Owner: Keep it simple. Too complicated with too many creative issues. Simplify the program and the
process. Open to rent control and willing to work through it.

Public member: remind everyone that before just cause evictions is in place there will be many
evictions. Landlords and tenants are not enemy so all should work together.

Tenant: Advocate for tenants and the homeless. Strongly believe that means testing needs to stop unless
landlords are being means tested at the poverty line for rent increases. Just cause is important and we
need it.

Owner: Questions aren’t answered. Concerning to know that City can’t put its finger on data on
duplexes. Owners are willing to keep rents low to keep good tenants.



(9) Adjourn
Facilitator Shawn Spano adjourned the meeting at 8:55pm.
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AGENDA: 10-24-15
DRAFT ITEM: (c)

ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OCTOBER 14, 2015

MEMBERS PRESENT: Matthew Carney
Gustavo Gonzalez
Joshua Howard
Aimee Inglis
Roberta Moore
Melissa Morris
Elizabeth Neely
Michael Pierce
Eloise Rosenblatt
Elisha St. Laurent
Tom Scott — arrived at 6:11

MEMBERS ABSENT:  John Hyjer

STAFF:  Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Ramo Pinjic Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:06pm.

(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and
members of the Housing Department introduced themselves.

(c) Unfinished business from October 7th meeting, if any (Housing Staff, Facilitator)
Mr. Chen presented information on the inclusion of duplexes in the ARO.
Focus Question: Is the inclusion of duplexes consistent with the goals and purpose of the ARO?

Mr. Howard asked if the number of duplexes presented were in San Jose proper, or in unincorporated
county pockets were included in the dataset.

Mr. Pierce asked for clarification on whether a single family home that has a granny unit added to it
would classify it as a duplex.
Ms. Morales-Ferrand answered that it would not.

Ms. Morris explained that neither new construction nor any changes to a single family home residence
would be allowed to be restricted by rent control under Costa-Hawekins.



DRAFT

Mr. Scott -How would you treat an old house with two units that was never permitted?
Mr. Pinjic answered that if the property was rented for more than 30 days it would be subject to
rent control.

Ms. Moore asked if duplexes would be allowed up to 1995 and how many units were built before 1979.
Ms. Morales-Ferrand answered that the City is allowed to go up to 1995 because duplexes were
never exempted, and instead were originally excluded.

Ms. Inglis answered that in San Jose the majority of duplexes were built before 1979.

Ms. St. Laurent asked if the conversion of a single family home to the addition of a duplex was a zoning
question.
Ms. Morales-Ferrand answered that the addition of a new unit to a single family home would be
not trigger rent control

Ms. Morris answered the focus question to say that yes, the inclusion of duplexes in the ARO does meet
the goals and purpose of the ARO because the inclusion significantly helps San Jose families by
increasing the number of units available by up to roughly 20%. The inclusion of duplexes is allowed
under Costa-Hawkins.

Ms. Rosenblatt added that in the New York Times ran a piece this morning speaking to the housing crisis
in Oakland and that she hoped that we would have a sense of neighborliness in San Jose. Citing a statistic
— 65% of people nationally own their own homes, but ownership rate in the bay area is 54%. She believes
that broadening the availability of the ARO to duplexes is consistent with the goals and the mission of the
ARO.

Mr. Gonzales noted that he was concerned that the 43,000 universe of ARO units did not include the
number of exempted uses/units. One of the unintended consequences of including duplexes will be that
owners will raise the rents as a knee-jerk reaction to the new restriction and families will be out on the
street.

Ms. St. Laurent: Believes that the inclusion of duplexes in the ARO is consistent with the goals and
purpose. The Housing Authority has a huge backlog of people in need because people can’t afford rent.
That number will grow if we don’t cap rents now.

Mr. Pierce agrees with Ms. St. Laurent but is concerned that ARO does not add another unit to the
housing stock because those units are already occupied by people, whether there is a restriction or not.
We need to build more housing and new units.

Ms. St. Laurent said that the City is building thousands of homes right now and it’s not enough.
Neighborhoods are gentrifying now and rents are out of reach for lower income individuals and families.

Ms. Morris pushed back on the dichotomy between increasing supply and preventing the displacement of
tenants through rent control provisions, when both can be accomplished. The City needs protections for
tenants as much as it needs new supply.
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Mr. Scott stated that if we’re asking ourselves to consider and find consistency with the goals of the ARO
from 1979 then we should leave the ordinance the way it is because they were excluded to begin with.
Believes inclusion of duplexes is a bad idea because the product is too much like single family homes.

Ms. Moore said that there are short and long term impacts. SF has had rent control for a long time and it
doesn’t have housing available for its service workers. People think that landlords are greedy but she
bought her building in 2010 and it won’t make money until 2025. Raised a fairness question about
owners who purchased a duplex without a restriction but will be forced to sell a depressed property
because of the new income restriction.

Mr. Carney said that from the perspective of the families he works with who are often in crisis and
moving out of the city. Landowners are part of the community and shape the way the community could
look in the years ahead.

Ms. Inglis said that part of the original intent to carve out single family homes statewide was because the
product was owned by small time landlords. Today many single family homes and duplexes are owned
by larger investment corporations. Including duplexes would be consistent with the original intent of the
ARO. 1,500 of the current duplexes are owner-occupied. Of sales of buildings in San Jose, 198 were
duplexes which raises the question of speculation.

Ms. Morris clarified that the analogy used previously about selling a property under rent control controls
the rent amount or sale price is overstated due to the inclusion of vacancy decontrol.

Ms. Moore stated a concern that if we squeeze the small investor too much by adding restrictions they
will sell to large investors. Would like the following question answered: What is the size of the investor
that’s investing in duplexes?

Mr. Scott said he works with a lot of small investors and he often sees small owners who don’t always
keep their buildings up but they do keep their rents low. Adding restrictions will trigger landlords to raise
rents before the restrictions are in place.

Mr. Howard asked staff if the number of calls from duplex residents are currently being tracked. Stated
that the real issue is that adding duplexes doesn’t add one new unit of housing. Adding duplexes up to
1995 creates a two-tear restriction system in the ARO because buildings of 3 or more units are already
restricted by the 1979 ceiling. Shouldn’t do anything to dissuade investment. Not sure that including
duplexes is legally consistent with Costa-Hawkins.

Mr. Gonzalez said that he’s never seen a large investor come in and look for duplexes as investment
properties. Families buy the units and including duplexes takes away the American dream. Concerns
about data, specifically about rent amounts.

Ms. Moore: Slide 9 — question about number of staff that would be needed to monitor duplexes. Can that
money go to building more affordable housing?

Ms. Neely is a renter downtown and is paying $1800 for a studio. Rents aren’t necessarily overstated
because submarkets differ in price.
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Ms. Morris wants to focus on the inclusion of duplexes. Hearing that some landlords will leave the
market if duplexes are included but then there are landlords who voluntarily keep rents low. Wonders if a
limitation on rent increases would impact a good landlord’s decision to keep rents low. Renter
protections need to be expanded and some of those renters live in duplexes.

Mr. Carney is a renter in a complex around 100 units, where rent is just under $2,000 a month. Agrees
that rents aren’t being overstated.

Mr. Pierce offered that there is a split market in San Jose with ARO units and market rate units.
Development costs to build new market rate construction is high, which is one of the drivers of rent. Is
hearing that there is consensus of a problem in the housing market. The issue is about who should pay for
the solution. Everyone here wants to help.

Ms. Moore offered that she has three priorities as a building owner: cash flow, stability, and operating a
clean and safe building. Responding to Ms. Morris” comment that ARO does not impact good owners but
it does impact bad owners. ARO impacts all owners negatively. Agrees that the City needs to go after
slumlords, but adding restrictions on top of old restrictions doesn’t help that effort.

Mr. Carney, in response to Mr. Pierce’s comments: renters need consistency in how much the rent can be
increased, not necessarily a supplement to pay rent. When unexpected rent increases happen people are
displaced.

Ms. Inglis said that she’s excited to talk about rent control. Investment in single family homes is not
related to this. Believes that rent control would do a better job regulating if there weren’t so many carve
outs.

Mr. Scott predicts that small owners will leave the market if duplexed are included under the ARO.

Ms. Neely said that if we believe that good owners naturally keep rents low and there wouldn’t likely be
a behavioral change with inclusion in the ARO, then what is the big impact?

Mr. Pierce offered an example of health care/employment costs that impact a management company’s
bottom line and that the ARO may not have the flexibility to cover their annual cost of doing business.

Ms. Moore said that adding duplexes really hits the mom and pop investors.

(d) Presentation and discussion of Consultant Scope of Work, including background information,
contextual information, financial outcomes and fair returns (Housing Staff, Facilitator)

Mr. Chen presented information on the scope of work for the consultant. (Roughly 7:20pm)

PUBLIC COMMENT
Owner: Key issue is asking rent and actual rent.

Owner: CSJ Rent Control is 36 years old. Discussion here is drastic change and impacts property
owners and values by reducing rent incomes and may push owners out of existing market.

Owner: Is formal notice to owners necessary? Called out of order.



DRAFT

Owner Advocate: Danger of rent control taking unit off the market until economic upturn. The
economic study should consider if units were left vacant during economic downturn.

Owner: Question — how will the consultant’s work and the advisory committee’s work will be
weighed against one another as the work is presented to the City Council. Vacant units are big
concern for owners. People will learn how to game the rules on both sides of the aisle.

Owner: Many people are requesting more information but people are meeting and voting on items
prior to data being available. Asking rents and actual rents are very different and many small
landlords don’t post rents on websites. Asked landlords in audience to provide rental data to check
the information from the consultant.

Owner: Slide 17 — turnover. Analyze voluntary turnover as opposed to non-voluntary turnover. Add
to analysis: impact fees and other development fees on cost of business.

Owner: Focus on age of units. Older units are closer to the end of their life and have larger capital
costs. Need accurate sample of rental housing to be statistically representative.

Tenant: Lived in ARO unit for 15 years without a rent increase. During the economic downturn many
people made homeless.

Owner: Compare the # of ARO sales transactions v debt service petitions: In analyzing income
property, you look at the rent rolls to understand if the building is depressed. Concern over duplex
inclusion.

Owner: Rent control isn’t new but new studies refute the effectiveness of rent control. Consultant
should do empirical study. Should also look at the period after the dot-com boom. Rents dropped
30% after bust and took 10 years to return to pre dot-come rents.

Owner: Whose hiring consultants and what is their objective? What is the cost of the study? Results
should be published before the next Council meeting.

ADVISORY COMMITTEE

Ms. Rosenblatt: interested in knowing what the turnover has been and how that impacts rents. Interest
in desirable tenants — who are those tenants and which groups are being displaced? Where are they
moving?

Ms. Moore: Requests that consultant look back to 1999 with a market condition overlay, including
interest rate, vacancy rate and employment. Also, age of owners. ARO units only: % increases, # of
increases, cause for evictions that were no cause

Mr. Gonzalez: Provide petition information and statistics.

Ms. Inglis: add in the cost of displacement and/or homelessness if possible.

Mr. Scott: Fair returns: important to look at outcomes of other cities with AROs. How does a
consultant determine what a fair return is for an owner?
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Mr. Pierce: Task 3 — interesting and relevant if there was a correlation between for-sale and rental
housing; length of ownership and age of property (property tax rates); impact on smaller properties
which are self-managed and have lower costs — need to try and disaggregate. Slide 20: appreciation is
vacuous because it isn’t realized until the property is sold, which raises the cost base.

Mr. Howard: task 1 & 2: important to look at market rate rents and in place rents, how to do an
economic analysis on property values under ARO when rental income is reduced, including assessed
property value; changes over time in the properties under ARO with tenants.

Ms. Rosenblatt: wonders if consultant will do any research on zoning and available areas for
development.

Ms. Morris: consultant scope is very ambitious. Wonders if consultants will be looking at household
size, children in the HH and persons with disabilities. Will there be any data on the rent burden

Mr. Gonzalez: Debt service needs to be factored in as do interest rates. Data is going to impact how
committee will think and feel about annual increase conversation. Conversations without data are
uninformed. Panel should have alternate members to account for when people aren’t available.

Mr. Chen and Ms. Morales Ferrand explained that the upcoming meeting on Annual
Allowable Increase will be a discussion of the standards, not a decision on what the rate should be.

Ms. Moore: Look at age of building.
(e) Open Forum

Owner: Number one issue is displacement and providing people a consistent and predictable rent.
City is landlord but they don’t own property.

Owner: Feels sorry for people who are being evicted but rent control doesn’t solve problem. If
owners lose money — costs are increasing — owners will have to increase rents for new tenants or they
will sell the unit.

Owner: Small property owners from San Francisco, costs are increasing. Salaries are increasing so
owners should be able to increase rent. Need 8% to cover cost of properties. Retirement investment.

Owner: Broker for 45 years. Question for committee: does anyone who believes inclusion of duplexes
own property?

Owner: Mother with full time job and small landlord. Treats tenants as a customer, with customer
satisfaction is highest priority. Rental agreements should be between landlord and tenants — not
government.

Owner: Landlords should be notified of this process. City should notify all landlords.

Owner: Rent control should be responsive to market downturns.
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Owner: Affordability issue is real but rent control is not the solution. When there are 100 people and
only 50 units there will always be an affordability problem.

Owner: Rent control is already fair. Bought run-down property and spent his own money to bring the
units up. It will take 5-7 years to bring rents up to a reasonable level and knows that in the long run
he’ll make a profit. Had SF ARO property and could never raise rents.

Owner: Fair rent control now. Without control, wild fluctuations happen like in MV. With strict rent
control, owners can’t afford to maintain properties. San Jose’s rent control ordinance is just right.

Tenant: Need housing. Solution is rent control. Landlords are evicting people because of market
prices. Why no relocation?

Owner: Lives in Los Altos. Economist and Engineer. Rent control is bad public policy — doesn’t
control rents. Also a lawyer — just cause evictions gives tenants too much leverage.

Owner: Property manager for 8 years. Works closely with HUD VASH and Bright Future program.
Existing landlords may not rent to disadvantaged tenants under new restrictions.

Owner: From San Francisco. Envious of SJ rent control. Flexibility is important. Politicians should
not make economic policies. Politicians sensationalize evictions.

Tenant Advocate: Housing crisis is real. Since 2010 rent increases are going on. Free markets only
exist when there are regulations that exist. Regulations are lax in San Jose.

Owner: Why now? In business you need some level of predictability. Lowering the annual allowable
increase reduces predictability. What is the motivation behind Councilmember Peralez’s proposal?

Owner: Big question is will the questions posed be sent to consultants. Why don’t we ask ARO
owners to provide their rent rolls?

Owner: Important to differentiate between ARO and non-ARO. Costs to duplex: increases over two
years — roughly 7.5% increase over three duplex properties.

Owner: Issue of granny units/second units. Sold older home with detached garage — everything to
code. City determined that the dwelling was unlawful. City should look into code enforcement of
granny unit.

Owner: Bought duplex in San Jose a year ago. One unit was neglected. Invested to repair both units.
Families moved into the units and one started a business. Won’t buy a second duplex in San Jose.

Owner: Reports on rent control state that regulations only benefit the existing residents. This
displaces future residents who can’t afford to live in the area.

Owner: Fair value of rent increases is really the real return of the owners hard work. Rent control is a
socialist policy. Destroying the fabric of free enterprise.
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Owner: Was a social worker for many years. Keep an open mind to learn from the real estate experts.
Duplexes are owned by mom and pops. If included, should have a sunset clause triggered by vacancy
rates.

Tenant: Has three jobs. Housing crisis is real. People are living in the streets and in their cars.
Evictions without cause are happening.

Owner: Agent in San Jose. Works with a lot of property owners. Duplex owners manage properties
themselves and more restrictions will destroy American dream.

(f) Adjourn Facilitator Shawn Spano adjourned the meeting at 8:38pm.
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ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OcTOBER 17, 2015

MEMBERS PRESENT: Matthew Carney
Joshua Howard — arrived at 11:24
John Hyjer
Aimee Inglis
Melissa Morris
Michael Pierce
Elisha St. Laurent
Tom Scott

MEMBERS ABSENT: Gustavo Gonzalez
Roberta Moore
Elizabeth Neely
Eloise Rosenblatt

STAFF:  Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Maria Haase Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 10:14am.

(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and
members of the Housing Department introduced themselves.

(c) Approval of the September 30, 2015 Action Minutes

Ms. Morris asked for clarification on whether the committee was allowed to vote on the minutes as a
non-decision making body.

Ms. Grabowski answered that the committee was not required to approve the minutes, but because the
meeting minutes were part of the public record, staff wanted the committee to have an opportunity to
provide any necessary clarifications.

The approval of the 9/30 minutes was deferred.

(c) Unfinished business from October 14th meeting, if any (Housing Staff, Facilitator)
There was no unfinished business.

(d) Discussion and possible action of unfinished business from October 14th meeting (Housing
Staff, Facilitator)

Mr. Chen presented information on alternative standards to the annual allowable increase.



Mr. Scott stated his objection to the focus questions as presented because: the cap was not intended to
be an index and comparing our policy to other cities policies because both are bad public policies.

Ms. Morris responded that the ARO allows for the pass through of specific costs. Mr. Carney recited
the section of the Ordinance. Ms. Morris continued that the annual allowable increase is similar to an
index because there are other mechanisms to pass through indexed costs for maintenance.

Ms. Inglis shared that from past meetings information was shared that there had not been any
operations and maintenance pass throughs, only debt service, so owners in San Jose were likely using
the 8% annual allowable increase to absorb costs that were eligible to be passed on outside of the
allowable.

Mr. Pierce shared that markets are cyclical and landlords can’t receive/charge more rent than the
market allows. CPI punished landlords severely. When the market drops, rents can’t reset. Regardless
of the annual allowable rate, a landlord can’t charge rents at a rate that people aren’t willing to pay.
Mortgages aren’t indexed — most are fixed rate.

Ms. Morris stated that she was glad to hear about fixed rate mortgages. As a homeowner her
homeownership costs are relatively predictable and stable. Homeownership is out of reach for many
people. Those people aren’t choosing to rent over buying a home — they can’t afford a home. People
choose to get into the real estate business, but they rarely choose to rent. The purpose of the ARO is
to provide stability to those who cannot afford to buy a home.

Mr. Pierce responded that renters have a choice on where to rent. Market forces need to apply to all
parties. This policy needs to be fair to all parties.

Mr. Chen continued the presentation.

Focus Question: does the annual allowable increase meet the public policy purpose as stated in the
ARO? [prevention of excessive increases, alleviation of undue hardship on tenants, assurance of a fair
and reasonable return]

Ms. Morris responded that because the annual allowable increase is so high, the ARO does not meet
the first two public policy goals.

Mr. Scott said that there is no practical way for the City to fully understand the business practices of
thousands of property owners operating ARO housing to properly determine the fair rate of return. A
cap is not an index.

Ms. Morris said that regarding fair rate of return — there is a difference between fair rate of return and
unfettered pursuit of profit. The ARO has provisions to pass through costs and seek an additional
amount of an increase to ensure a fair rate of return. This provision is allows landlords their
constitutional right to a fair rate of return and will be a provision in a new ordinance.

Ms. St. Laurant said that she doesn’t have another income like landlords do. Has to make significant
choices between basic needs on a regular income. Believes that a 2% cap on the annual allowable
increase would be ideal.



Mr. Pierce said that while discussions of pass through provisions can continue, it’s important to
remember that the hearing officer has the right to determine what is reasonable and reduce the amount
passed-on to the tenants, even if the owner was otherwise entitled to recoup more of their costs.

Ms. Inglis doesn’t believe that the ARO meets the tenant-focused public policy goals. The 8% was set
based of inflation in 1979. Because there haven’t been operations and maintenance petitions, it seems
that the 8% provides a fair rate of return. The ARO is not a rent ceiling.

Mr. Pierce said that the entire basket of housing costs are up — not just rents. The escalating cost of
home sales puts pressure on the rental market. Is the City going to cap the price of single family
homes? We need to think about who is going to pay for the rental subsidy that we’re looking for.

Mr. Scott asked if an increase to the 8% cap in certain circumstances should be considered, perhaps in
circumstances when rents have been flat for years, but the building suddenly needs a major capital
work.

Ms. Inglis offered that in other markets there are regulations against price fixing and price gouging.
The ARO provides that regulation for the rental market.

Ms. Morris said that there is a provision in the current ARO to bank rental increases at 21% over 24
months. Wants to be clear that rent control does not “cap” rents because vacancy decontrol exists.

Mr. Chen continued the presentation.

Focus Question: Does the fixed percentage increase align with the shared principles of certainty,
predictability and fairness & Pros and Cons

Mr. Scott said that because other cities have shifted their annual increase doesn’t mean San Jose
should, especially without researching the impacts on the rental market in those cities. Considers
tracking CPI as bad public policy.

Mr. Hyjer said that when looking at other cities represented on the graph, each of the cities on the low
end on the annual increase have the largest problem with housing because when you reduce the
annual allowable increase the housing stock declines. People choose to leave the housing market
because it’s not worth it. This is a societal problem — why are housing providers being burdened by
this issue. The City should create a fund to provide a subsidy through a means test. People will stay in
units there will be little vacancy.

Ms. Inglis doesn’t agree that rent stabilization is a failed policy. Rent control exists in cities because
rents were out of control, AROs were not the cause of rent shortages. Must consider whether the
policy has worked to prevent displacement. Believes that existing 8% allowable provides certainty
and predictability, but doesn’t believe that it provides fairness.

Ms. Morris responded to Mr. Hyjer’s comments about subsidy programs. Subsidies are one part of
meeting the affordable housing needs of a community, as rent control is. Neither is a panacea.
Empirical studies show that rent control has a net neutral effect on housing prices — but it does
prevent displacement. Does not agree that the correlation between SF’s tight rental market and rent



control is causation. Without rent control, low income tenants probably would’ve been gone long ago.
Rent control isn’t the only policy that will solve our affordable housing shortage. Fixed percentage
provides predictability and certainty but does not track the economy.

Mr. Pierce said if the goal is fairness, perhaps tenants should be forced to stay in units when the
market goes soft instead of allowing them to move where the jobs are. Supply is an important factor.
Housing supply is not fluid and the City has a lot of policies that restrict housing supply. The housing
problem is not the fault of property owners.

Mr. Scott commented that when you clamp down on the annual increase cap, you see other changes
to the policy like San Francisco.

Mr. Chen continued the presentation to an inflation-based index.

Focus question: Does an inflationary index align with the principals of predictability certainty and
fairness?

Mr. Pierce asked why 1978-2007 was selected.
Mr. Chen answered that 1978 was selected because that’s when the Ordinance was created.

Ms. Morris asked if Berkeley and San Francisco had a floor and a ceiling.

Mr. Pierce asked if data on housing costs during that period is available.
Mr. Chen answered that the data can be provided.

Ms. Inglis said that rent control is often litigated. San Francisco’s index of 60% of CPI has been
upheld by the courts.

Mr. Scott offered that the price of housing has skyrocketed since 1978.

Ms. Morris believes that CPI offers an element of fairness, though the fluctuation does limit the
certainty or predictability.

Mr. Scott said that you can write anything into an ordinance to make it legal but it doesn’t make it
responsive to the market. Our economy fluctuates in big cycles. The problem with using an index is
that it locks in the downside but doesn’t respond to the upside.

Mr. Carney said that the fixed increase is a little daunting. Even as a teacher with a wage schedule,
his income doesn’t meet the 8% schedule. If buying power matched annual rent increase, he would be
able to invest in a rental property. Even with a lower increase, he wouldn’t choose to stay in an
apartment, he would choose to buy a home.

Mr. Pierce said that markets are cyclical. People are mobile but buildings are not. Family member
moved to Portland because housing costs were lower there. The relative change of costs to occupancy
make CPI very difficult to recoup costs.

Mr. Howard said that he needs to understand the magnitude of the problem that we’re trying to solve
before he can respond to an alternative standard. Would like to know how many petitions were denied



because they were allowed by rite. Does not know any other entity that sets a required rate of return.
If owners feel that they aren’t getting a fair rate of return they will flip the unit. No other city fees are
tracking with inflation. Everything is tracking higher than inflation. Model doesn’t meet any of the
shared principles.

Mr. Carney said that with the fluctuation of the economy, lower income folks don’t see the benefit of
a higher income or growth in wages. Appreciates that landlords want to capitalize on a higher market.
People can’t just get up and leave the area. Some can’t afford to move to another city.

Ms. Inglis said that if the annual increase is tied to inflation there should be a petition process to
recoup O&M costs, which already exists under the program. The housing crisis is happening
nationally, so even when people move, housing costs are going to be a problem.

Mr. Pierce said that the reason that housing costs are increasing because of public policy. There are
tons of jobs, but the City isn’t allowing housing production to occur at a rate close to the job growth.
The supply issue is the one we should be focused on. [Provided modeling example]

Ms. Morris said that as the “burdens” on landlords are discussed, the benefits provided through public
policy and government influence like good schools, parks, community infrastructure, which drives up
rents because properties become more valuable should also be discussed. This is important to
remember when discussing fairness. As a city we’ve said we believe in diversity and preserving
affordable housing, which is to say that we need to work to prevent displacement.

Mr. Chen continued the presentation to the operating cost standard.
Focus questions: does an operating cost model provide predictability, fairness and certainty?

Mr. Howard doesn’t believe that this model is very difficult to administer and would create a
significant amount of work, while reducing predictability. Would not achieve any objectives.

Mr. Scott said that he’s not sure exactly what a fair return is, but without City Hall underwriting the
downside of the economy, landlords aren’t going to sign up for this.

Mr. Carney asked if staff was suggesting any specific model at this point.

Ms. Inglis said that this model appears to be a significant amount of work and that there should be a
separate pass-through for operations and maintenance.

Mr. Hyjer had questions about the data. In the Bay Area operating costs makeup about 37% of total
costs and smaller operators likely have higher costs. There is no consistency in the change in utility
costs except that they never go down.

Mr. Pierce offered that an additional standard to look at should be means testing of incomes for
renters.

Mr. Howard said that in New York City when rents hit a higher level and the tenant’s income meets a
certain level, then unit is removed from rent control or the annual increase moves above the allowable
increase.



Ms. Morris said that if we’re going to means test we would need to place a restriction on landlords
being able to increase rents beyond 30% of a tenants income. This increases unfairness between the
tenant and the landlord. This is very sensitive information.

Mr. Hyjer said that we need to remember that truly affordable housing is affordable in perpetuity. The
City has been lacking in providing enough incentive to developers to provide that kind of housing.

Ms. Morris said that if we wanted to frame what we are doing as providing a subsidy, we need to talk
about all of the restrictions that come with subsidy programs. Rent control is not a subsidy program.

Mr. Pierce said that as an owner of property he can choose to participate in the housing authority’s
programs and opt-in to those limits or choose to accept subsidies to comply with an affordability
restriction.

Ms. Inglis said that rent control is an anti-displacement mechanism not a subsidy.

Mr. Carney asked if the unit would remain decontrolled after a means-tested tenant vacated the unit.

Mr. Pierce said that means testing allows the free market to set the rental price. Current restrictions
depress the rent amount.

Mr. Chen continued the presentation to multi-year increases/banking.

Focus question: does banking align with certainty, predictability and fairness?
Mr. Pierce says that banking is fair-er.

Mr. Carney said that the current 21% is unfair to tenants.

Mr. Scott said that banking should be as lenient as possible. Has rarely seen the 21% used except in
cases when rents have been flat.

Mr. Pierce said that residents of units during a soft market is also “banking” because rents fall.

Mr. Carney said that not all tenants are banking in any circumstance. Some tenants are paying up and
over 50% of their income in rent.

Mr. Howard said that markets are cyclical. Property owners have to respond to the market and
banking allows for the quick recovery of market-based reductions in rent.

Mr. Carney said that he would like to see data on declines in rent. Not sure that households are so
mobile to up and move based on rent prices.

Ms. Morris said that she has not experienced rent decreases for in-place tenants. Regarding banking,
it does not allow much predictability for tenants. If it’s to be considered, it does need to be capped.



Mr. Hyjer said that rent decreases do happen. Landlords lower their rents to keep people in their
homes to prevent vacancy. The housing market is supply and demand based.

PUBLIC COMMENT

Owner: Annual increase at 8% doesn’t mean that landlords actually increase that much. Increases
hinge on the responsibility of the tenant; irresponsible tenants increase costs. 8% allows flexibility.

Tenant: 8% increase shouldn’t be optional. Wages don’t reflect the 8%. Increase should be 2%. Has
to work every day to afford living here. 2% allows owners to survive.

Tenant: Los Gatos has rent control and its fine.

Owner: Against rent control. Doesn’t help rental market. Look at San Francisco. Policy doesn’t make
rentals more affordable. 8% allows owners to keep up with rising costs of the bay area. Also against
just cause eviction. San Jose government should create a program to provide for affordable rentals.

Owner: Root cause of issue is supply and demand imbalance. 400 new housing permit per 1,000 new
residents. Informal survey among group — 2br. 1,500 — 2,200. During downturn, 2brs dropped down
to 1,700. takes 12 years to recover to original rent.

Owner: Parents worked hard after immigrating to invest in rental properties. Property is speaker’s
college fund and parent’s retirement. Setting rental caps is not the American way.

Owner: Family has worked very hard to get where they are.

Owner: Apartments under ARO are older and more expensive to operate but are still affordable. CPI
doesn’t accurately capture increased costs. Double paned windows in 17-unit building cost $37,000.

Tenant Advocate: Supports an increase over 2% and the committee is limited by lack of consensus.
The owners operate units that are under the ordinance that is attempting to achieve public policy
goals, but they have to make money. This is a public interest —

Tenant Advocate: Participated in the debate when the policy was originally implemented. The 8%
was never supposed to continue in perpetuity. The world has changed since 1979. Wages have been
stagnant.

Owner: ARO properties are the oldest buildings in San Jose. Costs of maintenance on properties have
increased dramatically. Need structural repairs and require the most maintenance. Some owners
maintain their properties but others do not.

Tenant: 8% increase isn’t beneficial to the middle class because they can’t climb the economic ladder.
Can’t save money to move out of ARO unit. Can’t start a family in a 1BR apartment. Can’t get
married.

Owner: Rent prices are not set by owners, but by the market. The housing shortage has caused this
problem.



Owner: Property manager for 8 years. Works with different owners. Owners have high mortgage and
cost of ownership. Long-term owners have more room to work with and they subscribe to many
public programs like Section 8. Few bad actors started this problem.

Owner: Small housing provider with a 3BR 2BT, residents pay 1980. Wants to keep the good tenant
so she doesn’t really raise rent. Changes to rent control punish good owners like her. If she leaves
market her tenant will leave.

Owner: Main problem is to solve housing supply. Planning Department should approve more
housing.

Owner: Against decrease in 8% annual allowable increase. Research did not consider property taxes
which equates to 3 months income. Foreclosure is a real threat. Many property taxes add to cost of
operation.

Owner: Gross rents 2,035 — only increase 6% among ARO units. It’s a subsidy. Lowering the
increase will lower the vacancy rate. Low vacancy rate increases evictions.

Owner: Disagrees with 2% rent increase because it doesn’t capture enough income to maintain
property.

Owner: Reducing 8% cap will restrict owners from being able to maintain their properties.

Tenant: Renters don’t have a choice but to rent, many want to be owners. People need to save money
to be able to purchase property. Owners have the choice to walk away and many have a second
income. Tenants don’t have a choice.

Owner: Used to rent and is now a homeowner. Government policies should be fair. When people are
renters they want rent control. But rent control is not fair to owner. People choose to live here and
move here from other areas. People can choose to live elsewhere.

Owner: Sole income, family’s 401k and children’s tuition. Vacancy is harmful.

Tenant: 14 years in San Jose. Works for a school district in San Jose. Renter — pays 1,600 per month
which is over 50%. Gouging his rent means he can’t reinvest in local economy. Not all people work
for google.

Owner: Negative consequences to apartment owners: garbage passed on to owners.

Tenant: Has been an property manager for 10 years. Wants a list of people who have lowered rents.
Hearing a lot of delay tactics. Not fair to charge renters different amounts.

Broker and tenant: Focus questions: certainty and predictability are objective. Fairness is subjective
and brings up social ills that aren’t addressed by rent control.

Owner: Not all landlords are bad people and not everything is about money. Allows tenants
flexibility. ARO passes social issue to landlords.



Owner: Rent control is a bad policy — tight supply is real issue. Zoning requirements are very tight
and the City should increase supply and ease restrictions to builders. Housing costs have gone up over
8% for last few years. Owners pay market price when purchasing properties. Against reducing annual
allowable increase.

Owner/tenants: Against rent control and against reducing annual allowable increase.
Owner: Has been a tenant and is now a tenant. Berkeley ARO properties are slums because owners
don’t make enough to take care of properties. Now as an owner, bought properties in San Jose and

renters want updates made. Previous owners neglected, but no money to do so.

Owner: Lived in San Jose for 30 years. Been tenant and owner. Against rent control. Understands
issues. City should address issue in other way.

Owner: Property taxes have gone up 44% in 6 years. Insurance has gone up 3.9% since 2014. If rental
increase is capped then all costs should be capped as well.

Tenant: Happy to hear other people have worked hard to own homes. Two-income household work
more than 50 hours a week. Good tenants and got a 21% increase anyways.

Owner: Unless all costs can be limited, rent increases shouldn’t be limited. If residents can’t afford
rent, they need to find other solutions.

Tenant: Pays rent every month in a 2BR household — can’t save money to buy a house or a car. Only
pays rent.

Owner: Single mom with two kids. Bought property as an investment for retirement.

Tenant Advocate: The market isn’t free because zoning impacts the market. Everyone should all
agree that 8% was derived from an old standard.

Owner: No other source of income. 8% is fair. Accept a variable rate but CPI is artificially controlled.
The cost of living goes up higher and faster than 8%.

Owner: Manages her own property and works closely with the tenants. Understands difficulty for
tenants. Solution isn’t to add more restrictions on top of ownership.

Tenant: Conversation shouldn’t be about who is good or bad but about how to create solutions to the
affordable housing crisis for all residents. Rent control needs to be at 2% or CPI.

(e) Open Forum
Renter: Property manager and believes that increases in rent are not unscrupulous but are
reinvestment in properties. Property owners are business owners

Owner: Invested in duplex in 1978. Rent has grown over time at 4% a year — not 8% which would be
ahead of market. Rate of job growth has decreased. This is good for tenants and landlords.



Owner: Perception that every landlord raises rents 8% every year. Concerned about origin of data.
Where will the consultants get the rental information? Consult websites and databases or contact
smaller property owners?

Tenant: 2% is a viable number because housing was still provided during downturn. Big incentive to
push tenants out. Believes that people should’ve had two minutes.

Tenant: ARO only impacts 35% of the housing in San Jose, and many owners in the room aren’t
owners of ARO units. Hasn’t been updated since 1978 and needs to look at it again. Too polarized.

Owner: Small housing provider. Renovation of apartment takes money and time — roughly 2 months
without rental income. Cost of turnover of unit is roughly $10,000.

Owner: Prices aren’t driven by cost, it’s driven by the market. Regardless of cost, the market sets the
price.

Owner: Tighter rental controls creates a decline in rental units.

Owner: People may not be able to afford even low rent. Government should be providing housing to
low income people, not private market.

Landlord: This affects San Jose as a whole. Please be mindful of that. This isn’t about landlords and
tenants. It’s about families.

Tenant: Lack of incentive for people to invest in housing is absurd — everyone wants to own. Are all
wages going to increase to match the annual allowable increase? Most people don’t get this raise.
Rent prices are out of control.

Tenant: Costs are often tax write-offs. Owners make a profit. Don’t lie about that. If it wasn’t
profitable you wouldn’t be buying them. Mobile home parks have a 3-7% increase. Why are these
different?

Owner: In economic upturn right now but there are also downturns and owners must be able to save
for those times. Rent control is a subsidy.

Owner: 20 years ago the home prices were high. 10 years ago companies left and house prices went
down. Be reasonable.

Owner: Owns a 4-plex under rent control. Bought 10 years ago — not free and clear.

Owner: Not all costs can be written off in 1 year. If the annual allowable increase is capped at 2%
owners won’t have money to maintain properties.

Property manager: Rent control does not work. Should look at the number of units that are taken off
the market when rent control changes are made.

Tenant: Landlords profit off of the poverty of tenants. Landlords in the audience are mocking tenants
which makes it impossible to trust them.



Owner: Provides housing, which is not charity. Rent control forces small property owners to provide
more and more charity. Normally doesn’t increase rent but will now.

Owner: Pass through is not a good viable way to recoup costs and it’s controversial, will lead to more
lawsuits. Low increase makes it difficult for owners to frontload costs.

Tenant: Committee needs to stop using the word subsidy — rent control isn’t a subsidy.

Owner: Owns one building. Costs are increasing. Root cause of the problem is high incomes from
tech companies. Should create a fund to produce affordable housing.

Owner: Against rent control of any kind. Family moved here for good job opportunities. Strong
believer in free market and smaller government. Doesn’t agree with government interference. Bay
Area has prospered because hardworking people from all over the world came here.

(f) Adjourn Facilitator Shawn Spano adjourned the meeting at 1:58 pm.
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DRAFT
ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OCTOBER 21, 2015

MEMBERS PRESENT: Matthew Carney
Gustavo Gonzalez
Joshua Howard
John Hyjer
Aimee Inglis
Roberta Moore
Melissa Morris
Elizabeth Neely
Michael Pierce
Eloise Rosenblatt
Elisha St. Laurent

Tom Scott
MEMBERS ABSENT:

STAFF:  Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Maria Haase Housing Department
Paul Lippert Housing Department
Ramo Pinjic Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:16 pm.

(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and
members of the Housing Department introduced themselves.

(c) Approval of the October 7, 2015 Action Minutes
No action taken — review only

(c) Unfinished business from October 14th meeting, if any (Housing Staff, Facilitator)
There was no unfinished business.

(d) Discussion and possible action on potential modifications to the cost pass-through provisions of
the ARO (Housing Staff, Facilitator)

Mr. Chen began the presentation on the cost pass-through provisions of the ARO.

Ms. Morris asked if a landlord wants to increase the rent above 8%, does the landlord have to file a
petition with the City. Both the regulations and the Ordinance say “may” instead of “must”. Law
Foundation experience is that the onus is on the tenant to file a petition.
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Ms. Rosenblatt asked if the reason that the pass through petitions haven’t been done is because the
real estate market has been flat. Most improvements are done at the time of sale.

Ms. Moore responded that she did her improvements as tenants vacated units to bring them up to
standard.

Mr. Scott responded that utilizing the pass through involves a lot of paperwork and may require
hiring an accountant and an attorney. Some owners may be making the decision to use the 8% or the
21% because those are easier to do and require less maintenance. Instead of Ms. Rosenblatt’s
example, Mr. Scott said that

Mr. Pierce said that the market constrains owners because people may not be willing to live in units if
the rents are increased too high. Also the restriction of one increase per 12 months means that owners
have to be strategic on when to increase rents. This is the biggest concern to owners because the
market cycles. Lastly, the hearing officer has the final discretion to lower the increase.

Ms. Neely asked about the pass through process and if professional services are really warranted.
Mr. Chen responded that attorneys are not regular attendees of hearings.

Ms. Neely responded that she doesn’t quite understand why an owner would choose not to follow the
process if the amount of money is available.

Mr. Gonzalez responded that cost pass through provisions do not meet the standards of certainty,
predictability and fairness.

Ms. St. Laurent said that she lived in her unit for five or six years during the economic downturn, but
her landlord did not reduce her rent. Asked how many cases have been resolved voluntarily. Ms. St.
Laurent wondered how owners can say that the process is long and difficult if they’ve never been
through it.

Mr. Pinjic responded that not many people have used the process.

Ms. Inglis asked if all pass throughs increase the base rent in perpetuity. Even through vacancy
decontrol. Asked how Santa Monica’s pre-authorization work happens. From her experience other
cities see more cost pass-throughs because their annual allowable increase is lower. Believes that one
reason the pass through isn’t being used is because the annual allowable is less effective.

Ms. Morris asked if a petition has ever been denied based on tenant hardship. Believes that San Jose
isn’t seeing petitions because the 8% is generous. Many business costs like mortgages and insurance
are tax deductible. Because the City doesn’t have a mechanism to track annual rents, it’s really hard
to understand what’s happening in the market. Believes that cost pass-through provisions do create
some fairness to both groups, as long as there are limits. Don’t want to create a disincentive to
properly maintain buildings. Owner hardship is also part of the petition process.

Ms. Moore said that the 8% and 21% helps a new owner improve properties that haven’t been kept up
or improved. What percentage of owners are English as a Second Language or small business
owners? Predicted that if annual allowable is lowered, businesses will start up to help landlords use
pass throughs.
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Mr. Scott agreed that if the annual allowable increase is lowered it’s likely to push owners to use pass
throughs. May reach a point where there becomes an incentive for an owner

Mr. Howard wondered why discussion is being had outside of the scope as directed by the City
Council. Believes that there are two ways to push a rent increase: they can go through the pass
through process or they can issue a rent increase over and above the 8% and be prepared to be
challenged as an excessive rent increase.
Ms. Morales-Ferrand responded that the City’s interpretation of the Ordinance is that the
landlord must file a petition.
Mr. Howard continued that the annual allowable increase provides certainty and predictability to the
owners. Ratcheting down the annual allowable increase could place a significant burden on staff and
owners.

Ms. Rosenblatt asked about the demographic of owners, as many who have participated in the
process are mom and pop owners and first time investors. Is there any provision in the ARO as it
currently exists to determine the extent of the owner’s real estate holdings?

Mr. Chen responded that it does not.

Mr. Pierce responded that cost pass-through provisions do not meet the goals of predictability,
fairness or certainty.

Ms. St. Laurent said that ownership brings with it a responsibility to research the investment prior to
investing. Believes the cost pass-through provisions provides predictability and fairness.

Ms. Morris said that when buyers consider buying a rental property, rents are part of the financing
and purchase. Owning a rental property is a longer term investment and with that come with
fluctuations in the market. Stated that there are ways to recapture costs outside of pass throughs or
rent increases because many costs are tax deductible.

Ms. Inglis said that just cause evictions are related to the issue. Believes that the mediation/arbitration
process is a bit long and could be reduced to just arbitration. If the annual allowable increase is
reduced, it’s important to have a cap on the timeframe for pass through provisions.

Mr. Scott focused on the fair return provision and said that there is no current standard for what a fair
return is. The 8% provides enough income to maintain properties

Ms. Moore said it’s important to remember the cycles in the market. Her business has been dependent
on high-tech since 1983. When layoffs happen, the market drops. Believes that it’s important to make
it fair based on market cycles.

Mr. Gonzalez said that at 8% the ARO is working because Owners have enough income to take care
of properties outside of the cost-pass through process and the City isn’t seeing enough petitions to
signify that there is a problem. Why are we focused on this?

Mr. Chen continued the presentation to review debt service petitions.

Mr. Howard asked if each of the properties are unique and also if there have been



DRAFT

Ms. Moore asked how many bedrooms exist in each unit.

Mr. Scott asked if debt service occurs in the same year as other pass throughs. He also asked if the
Operation & Maintenance Pass-through offered the use of variable rate interest as opposed to fixed
rate interest.

Mr. Gonzalez asked about the 30 year mortgage terms. Are these 30 year fixed terms or 30 year
amortization periods.

Ms. St. Laurent asked the public be respectful of during public comment.

Ms. Moore said that eliminating the debt service petitions will reduce the sale price of building which
will impact the City’s tax rolls.

Ms. Inglis said that she doesn’t see the purpose of the debt service pass through. For tenants the rent
increases tied to debt service leads to displacement.

Ms. Morris said that she agreed with Ms. Inglis. She has worked with tenants impacted by debt
service cases. Specifically one case was of an owner who took out a very expensive loan and passed
costs along to the tenant. Displacement happens.

Ms. Rosenblatt is sympathetic to the investment process. There are many ways to disguise costs as
debt.

Mr. Pierce said that the purpose of the debt service pass through is for owners to be able to recoup
their costs and spread them over time (tenants). Removing the debt service provision will have an
impact on sales and probably will reduce property maintenance.

Mr. Howard said that without this provision the property owner may go into foreclosure. Having a
mechanism in place to pass on costs provides a financial benefit to the City and the County in
property tax increment.

Ms. Morales-Ferrand asked for Mr. Howard to clarify the argument that foreclosure scenario is likely
without debt-service.

Ms. Morris stated that she doesn’t understand why the existence or non-improvement pass through
would determine whether or not a property could be managed. If capital improvements are necessary,
there is a cost-pass through provision for that.

Mr. Pierce said that without the pass through the land value would decrease as would assessed values
and sales would also drop. If deals were done recently changes to the Ordinance could negatively
impact them.

Mr. Carney said that 8% is only working on the part of the owners because it provides them enough
profit. This discussion is happening because displacement is happening. Many people don’t know that
they live in an ARO apartment, which may be artificially reducing petitions.
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Ms. Neely said that if the rent increase is within 8% a tenant can’t petition regardless of a person’s
ability to pay.

Mr. Gonzalez said that he isn’t seeing displacement because he actively works to keep his tenants.
Because only .4% of tenants have complained, there can’t be a problem. Believes that displacement is
happening in market rate units. Believes that education is necessary and the City should directly
contact tenants to let them know.

Mr. Carney said that many people aren’t able to file petitions because the current rate is allowable but
is too high. Displacement is happening.

Mr. Scott said that it’s hard to discuss these topics separately because all topics are interrelated. Is
concerned that the outcomes of other cities haven’t been provided. No rent control is the best
outcome. San Jose is less bad than other cities. Does not agree that San Jose should gravitate toward
the positions of other cities. Rent control provides a disincentive to investment.

Mr. Howard said that we should be considering how to make the debt service provision work for both
owners and tenants. Perhaps the pass through should be amended to take into account the lending
market’s economic restrictions. 65% rent increases is high. The debt service provision can work for
all parties.

Mr. Gonzalez said that number of total inquiries still doesn’t constitute an issue.

Ms. Moore said that many people don’t know that they’re buying an ARO property.

Ms. Inglis said that debt service should be eliminated. It’s improper to pass the risk of ownership on
to tenants for uninformed business decisions. Other provisions of the ordinance provide a fair and
reasonable return but the debt service provision is not an appropriate avenue. Many corporate
landlords who purchased properties during the foreclosure crisis are offering subprime “landlord
loans”.

Ms. Morris said that the provision does not prohibit excessive rent increases. The debt service pass
through should be eliminated.

Ms. Rosenblatt said that when people feel powerless they don’t speak up. The number of client
interactions or petitions with RRRP is not indicative of there not being a problem.

PUBLIC COMMENT:

Owner: Costs for capital improvements are often borrowed over ten years. It’s important to be able to
pass along those costs. Provided an example.

Owner: Not all costs are covered by pass through. Small landlords can’t handle the pass through.
Especially because English is a second language for many.

Owner: The cost incurred by a landlord due to tenant neglect or damage is huge. This isn’t normal
maintenance. Owners have to hold those costs for a year before it can pass on costs.
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Owner: Remodeled a unit and found water damage. Repairs cost 30,000 but he can only pass along a
certain percentage of the cost. Many costs can’t be anticipated.

Owner: Didn’t know about pass throughs before tonight. Believes she would need a lawyer to follow
the process. Uses the annual allowable increase to operate — not pass throughs.

Owner: Price controls and wage controls were implemented during WWII because of an emergency.

Tenant Advocate: 8% is too high. Landlords aren’t using the pass through process. 8% was set at
inflation — not to avoid the pass through provisions. Questions: Data on market cycle — how low do
the rents go? Who are the landlords? [Portfolio]

Tenant: Curious that landlords are making an investment and then transferring the risk. Landlords
should understand that their need to carry the risk. Debt service increases speculation.

Owner: Opposed to including duplexes. Close to retirement; bulk of retirement invested in property.
Needs to be able to sell.

Tenant: Debt service allows one to transfer the risk to tenants. Price gouging is bad. People in San
Jose

Tenant: San Jose is the only city in the area with this sort of ordinance. It’s unfair to tenants to pass
on risks to tenants. Has been displaced. Many friends have been displaced or have moved out of the
area or the state. Not fair to renters.

Owner: Over the last 5 years interest rates have been very low. The change in debt service pass
through is impacted by the interest rates. Debt service allows for properties to be maintained.

Tenants: Debt service provision is a luxury to owners. Debt service displaces renters. Maybe one
solution is to increase the minimum wage. Need to find a middle ground.

Owner: Costs go up for all things. Asks tenant committee members to understand that business costs
go up. He is a flexible owner and City should make the policy comprehensive.

Tenant: Believes that the City should continue to look at amending the debt service pass through.
More education is necessary.

Owner: 8% is essential because cost pass throughs are very difficult. Tenants don’t pay rent and then
are evicted. Vacancy is expensive and so is damage incurred by tenant. The process is too
complicated. It’s drafted by attorneys — too difficult.

Mr. Howard asked if the committee should be offering specific recommendations and when that
would take place.

Mr. Chen responded that the committee will have an opportunity to

Ms. Morales-Ferrand noted that this topic will be referred to the next meeting for specific
changes to the debt service pass through. Other questions and data requests will be provided as well.
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Ms. Moore said that she would like to know how many bedrooms were in each other unit.
Temperature check question — deferred to 10/28/15 meeting

(e) Open Forum
Tenant: Renters in San Jose need just cause eviction protections and a 2% cap. Overcrowding is a
symptom of high rents. People living in poverty are struggling to pay for basic needs.

Owner: Understands that many people can’t afford rents. City needs to handle this problem — not
owners. New units are driving up rents.

Property Manager: Rent control reduces the availability of units. Tenants’ mobility decreases in rent
control units. It only benefits current tenants.

Owner: Ability to raise rent should not be restricted because costs change across the economy, which
is counterproductive to a fair and reasonable return. Owners don’t want to deal with pass-through.

Owner: Median rent should be provided instead of average rent. 2% of economy supports rent
control. San Jose is the birthplace of innovation. Policy suggestions should be outside the box. Tech
is starting to lay people off and the next cycle is coming.

Owner: The costs of maintenance are at least fronted, and often amortized over 30 years, which
doesn’t produce much as a tax write-off. Tech layoffs are happening and next cycle is coming.

Tenant: Always lived in San Jose and doesn’t want to move. Has been homeless — that’s survival and
far beyond buying a building. As speaker has advanced himself his standard of living has gotten
worse. Rent went up 21% and had to move — even with two people working 50 hours a week.

Owner: Sent out 4,300 postcards about rent control. One of three questions asked today was from a
WWI1I veteran owner. Should treat him more fairly.

Resident: Rent control doesn’t work because it creates two tiers of housing and people stay in the
units that are below market. Taxpayers want the government to solve the affordable housing issue by
providing supply.

Owner: In CA only five jurisdictions have just cause eviction ordinances. Each of those cities has
high crime which is a strong correlation.

Tenant Advocate: Increasing rents causes great hardship for tenants. VVacancies are created to bring in
people who can afford higher rents. Pass throughs increases this type of displacement.

Owner: Landlord 30 years. Never evicted tenants but many don’t take care of properties. Has a lot of
empathy for tenants who are struggling but the City should not get involved in regulating the rental
market.

Owner: Can’t predict all costs like gas prices, utility costs, etc. Asked that presentations be provided
prior to the meeting.



DRAFT

Tenant: The middle class cannot keep up with an 8% increase. Minimum wage isn’t going up. Family
has moved out of state even though they settled here. Why are these cycles continuing to happen?

Owner: Don’t fix what is not broken. Pass throughs were created for a reason. Repairs are expensive.
Process for pass throughs is not easy so it’s only utilized when it’s really necessary. If there isn’t
enough money, there will be more deferred maintenance, which will lead to less supply.

Tenant: Has had a very hard time finding housing and has moved many times this year. Being a full
time student and worker is very difficult, especially when the housing market is so expensive. Being a
rental housing owner is a privilege. Privileges shouldn’t be considered over rights.

Owner: Cost pass through doesn’t increase profits for the landlord because it’s based on true costs.
No business can stay in business if it can’t break even. Rent control doesn’t bring more supply. Rent
control shouldn’t be changed.

Owner: Tenants and City go after Owners when rents are unaffordable. Small owners don’t make
much money and work a lot. Tenants are in a better position than the owners.

Tenant Advocate: Property owners are not an oppressed group and they aren’t a poor group. Rent
control is broken. Working on an “all solutions” approach - not just about rent control but pursuing
many changes.

Tenant: People are about the homeless. The middle class cannot live here. His passion is really a
transmission of pain of those who are scared and impacted and being displaced.

Owner: All the tenants seem to feel that every landlord is charging 8% every year. Suggests that the
City host a questionnaire to determine the actual rents and rate of increases over the last two years.

Owner: Over the last 20 years the Valley has been cycling through boom and bust but keeps
improving. This is because people are working very hard. Those who work hard and save money to
purchase properties. This is good for everyone.

(f) Adjourn Facilitator Shawn Spano adjourned the meeting at 8:52 pm.
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ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OCTOBER 28, 2015

MEMBERS PRESENT: Matthew Carney
Gustavo Gonzalez
Joshua Howard
John Hyjer
Roberta Moore
Melissa Morris
Elizabeth Neely
Eloise Rosenblatt
Elisha St. Laurent

MEMBERS ABSENT: Aimee Inglis
Michael Pierce

Tom Scott

STAFF:  Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Maria Haase Housing Department
Paul Lippert Housing Department
Ramo Pinjic Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:12 pm.

(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and
members of the Housing Department introduced themselves.

(c) Unfinished business from October 21st meeting, if any (Housing Staff, Facilitator)

Mr. Chen recapped the October 21st presentation on the debt service pass through provisions of the
ARO.

Mr. Chen asked for clarification on the feedback received last week that the elimination of the debt
service pass through would create deferred maintenance issues.

Mr. Gonzales responded that new owners often are purchasing buildings that need significant
maintenance.

Ms. Rosenblatt commented that it’s important to separate and segment the costs.
Ms. Moore commented that “fair and reasonable” is an important and sensitive definition.

Mr. Howard said that it’s important to maintain the debt service pass through provision. Mr. Howard
suggested a new name for the pass-through, the “new owner” pass through. The pass-throughs that have



taken place were the result of a purchase. The City should not impede commerce, but believes a 65%
increase in rent that is the result of a pass-through to be excessive.

Ms. Morris commented that she does not agree that the debt service pass-through is a necessary provision
of the ARO because tenants should not bear the burden of making a building sellable or competitive for
financing. The debt-service pass through is not intended to be a tool for refinancing. Ms. Morris does not
yet see evidence that eliminating the pass-through would hurt property values, and even if so, the public
policy goal of the ARO is not to increase property values. Fair rate of return has be set by the Court.

Ms. Rosenblatt responded to the public comment during the last meeting. The principal concern from
owners was the difficulty of use and the lack of knowledge about the process. The bankruptcy proceeding
may be a good model to delineate costs and provide clarity on eligible costs.

Mr. Gonzalez said that if the debt service pass-through were eliminated new purchasers will not be able
to cover their mortgage payments.

Ms. Moore suggested that simplification of pass-throughs is important for owners. Also, banking of pass
throughs is important to prevent ongoing deferred maintenance.

Mr. Gonzalez said he is frustrated with the process because the functions of the ARO are being discussed
individually instead of as a whole.

Ms. Morris commented that according to a recent newspaper article the purchase of rental housing, ARO
or otherwise is still considered a good investment.

Ms. Moore said that most of the rental properties being purchased in San Francisco are being purchased
to take them out of rent control.

Mr. Carney said that he would not feel comfortable if the debt service provision remains as is.

Ms. Rosenblatt said that the major rent increase to tenants needs to be avoided. Regulations or reductions
to the allowable debt service pass through need to be built into the Ordinance.

Temperature Check:

Green: Neely, Carney, Morris, Rosenblatt, St. Laurent
Yellow: Howard, Gonzalez

Red: Moore, Hyjer

Absent: Inglis, Pierce, Scott

(d) Presentation, discussion of the petition and administrative hearing process (Housing Staff,
Facilitator)

Mr. Chen began the presentation on the petition and administrative hearing process.

Mr. Gonzalez said that the percentage of petitions and ARO contacts is very small.



Ms. Morris said that the ARO stipulates that if owners serve no-cause notices they have to maintain
the rent for the new tenant. If an owner improperly raises the rent, what is the consequence for that?

Mr. Pinjic answered that there is no direct consequence from the City. The City makes a
referral to private legal counsel.

Mr. Carney asked if the City maintains demographic data of petitioners. He also asked if there are
accommaodations made for tenants who work in unbenefited roles or need childcare.

Ms. Rosenblatt asked why the City Council took this up as a priority if the numbers are so low.
Clearly this is a priority regardless of the numbers available. Is there information for landlords to
provide to their tenants? Is there a self-help center for the rental rights and referrals program?

Ms. Moore said that the process should be simplified.

Ms. Neely said that it’s important to remember that the only petitions that are eligible are those that
are outside of the ordinance, which doesn’t mean people aren’t impacted by rent increases below the
allowable limits. Is there a statute of limitations for tenant petitions?

Mr. Gonzalez commented that the data does not support that this is a real issue.

Mr. Howard asked if the City does any education for new owners. Previously the Advisory
Committee on Rents was provided a report on petition activity by quarter.

Ms. Moore: time requirement is tough for both groups. 12 month restriction on eligible costs is
harmful for both groups.

Ms. St. Laurent said that the short amount of time to file an eligible petition is very hard for tenants.
If the tenant feels that they need legal counsel, they probably won’t have time to file. Tenant’s first
priority is to find housing - not contact the City.

Ms. Rosenblatt said that she knows of a person who had a good experience with the mediation
process, but feared retaliation afterward.

Ms. Neely said that she believes that the process is not working for either side. Moving forward, the
process needs to be simplified. We don’t know what we don’t know and it’s clear that people don’t
understand the process.

Mr. Gonzalez said that when he went through the hearing process, it was really unfair. He used the
8% annual allowable to make repairs and was forced to reduce the rent.

Ms. St. Laurent said that the landlords should have to notify the City when tenants vacate apartments
because they can’t afford rent increases.

Mr. Howard said that the hearing and petition process does not provide predictability and certainty to
either group involved. There should be flexibility in scheduling of hearings. The City should notify
Owners more regularly of their responsibilities under the ARO. City needs to work with the advocacy
organizations to create a better education plan. Further, there should be a firmer definition of a
“service reduction” to prevent abuse.



Mr. Hyjer said that the biggest issue with the Ordinance is education. The main issue here is bad
actors.

Ms. Moore increased her rents this year in anticipation of the increase. The City should improve its
website to provide this information.

Ms. Neely said that from her experience as an education of low income students, it may be helpful to
reach out through culturally competent and relevant communication channels - especially for those
who may not be documented.

Ms. Morris said that tenants have many barriers to use the petition process. The first barrier is that
their petition falls within the annual allowable increase and isn’t eligible. Better education is not
mutually exclusive to better enforcement. Code Enforcement also needs to be accessible to tenants in
this process. Tenants fear retaliation from the petition process because of the no-cause eviction
clause. To improve the process the City should focus on education, language access and streamlining
the process. Shift to pure mediation and then pure arbitration process. Many cities require registration
which would create a robust data set.

Ms. Rosenblatt said that both groups should be educated. Language access is important. Information
about the rental rights and referrals program should be posted in common places in ARO apartments,
disseminated through chambers of commerce, dv resource, senior, community centers, public law
clinics.

Ms. Moore said that the notice period to file petitions should be extended for tenants. Hearing officers
should receive better training. Simplify the process and then create an appeal process.

Mr. Gonzalez said that the Realtors use a problem solving process. First step: ombudsman process.
Second step: Grievance and potential mediation process. Train the trainer model for school
community outreach workers on the rental rights program. The hearing officer qualifications should
be reviewed.

Mr. Howard suggested that the group defers item E to Saturday.

PUBLIC COMMENT
Six members of the public gave public comment.

Owner: Bought a seven unit apartment building that needed extensive repairs. Owner raised the rent
and one tenant petitioned the rent increase. Went through mediation process. The hearing officer.

Owner: The apartment he bought needed major repairs. The rents were very low at acquisition.
People are lucky to have low rent.

Tenant Advocate: The number of petitions is so low because the law is broken and ineffective. The
ordinance doesn’t work for tenants. The rents are too high!

Owner: Data doesn’t support this being a problem



Owner: The petition numbers are so low that we shouldn’t be wasting our time talking about this. As
an owner, won’t file petition because of fear of retaliation and amount of time required.

Owner: The hearing process needs to be fair. The process is too long and complicated for both tenants
and landlords.

Temperature Check:

Green: Howard, Neely, Carney, Morris, Gonzalez, Moore, Rosenblatt, St. Laurent
Yellow; Hyjer

Red: None

Absent: Inglis, Pierce, Scott

(e) Presentation, discussion and potential straw poll on data collection, monitoring and
enforcement authority of the Rental Rights & Referrals Program

Mr. Chen presented information on data collection, monitoring and enforcement.
- Committee discussion and temperature check deferred to Saturday, October 31st

PUBLIC COMMENT

Owner; City has all of the addresses of ARO units. The City should conduct a survey of ARO units to
poll rents. Duplexes should be surveyed separately.

Owner: Data is important but collection should be of all apartments to create a clear data set. ARO
apartments are renting for 30-40% below market rate rents.

(f) Open Forum

Owner: In the sale of buildings financial information is considered. Deferred maintenance of
commercial buildings is understood after the sale because sellers don’t want tenants to be aware of
the sale in case the deal falls through.

Owner: The Committee needs to remember the big picture. The worksheet is complicated. The two
issues at the heart of the issue - rent is going up and people are being displaced.

Tenant Advocate: Committee should not call into question the Council’s direction to review the issue.
ARO is supposed to provide security but tenants are still in crisis. The annual allowable increase
should be capped at 2%.

Owner: Owners have not been informed of these meetings.
Owner: City should support the owners because they provide housing which helps tenants.

Owner: Owners suffer a loss. Costs are increasing so it doesn’t make sense to reduce the annual
allowable increase.

Owner: The City offers trainings for owners that she has benefited from.



Tenant Advocate: Before we educate about renters rights, we need renters’ rights. The ARO doesn’t
work for tenants.

Owner: If the City only follow the tenants’ interests only, the owners will be left with nothing. If it
reduces the cost pass-throughs the owners will be left with zero. If the owner has zero, what’s left for
the tenant?

Owner: If the City reduces the annual allowable increase, there will be more mediations. The City
should segment data between large and small landlords.

Owner: Rent control does not increase housing availability. Reducing the annual allowable increase
will reduce the number of units available. When leases end both parties should have the right to
terminate the lease.

(9) Adjourn Facilitator Shawn Spano adjourned the meeting at 8:27 pm.
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ADVISORY COMMITTEE: APARTMENT RENT ORDINANCE

REGULAR MEETING ACTION MINUTES

OCTOBER 31, 2015

MEMBERS PRESENT: Gustavo Gonzalez
Joshua Howard
John Hyjer
Aimee Inglis
Roberta Moore
Melissa Morris
Michael Pierce
Eloise Rosenblatt
Tom Scott

MEMBERS ABSENT: Matthew Carney
Elizabeth Neely
Elisha St. Laurent

STAFF: Jacky Morales-Ferrand Housing Department
Wayne Chen Housing Department
Maria Haase Housing Department
Paul Lippert Housing Department
Ramo Pinjic Housing Department
Ann Grabowski Housing Department
Shawn Spano Contracted Facilitator

(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 10:08 am.

(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and
members of the Housing Department introduced themselves.

(c) Unfinished business from October 21st meeting, if any (Housing Staff, Facilitator)
1. Presentation, discussion and potential straw poll on data collection, monitoring and
enforcement authority of the Rental Rights & Referrals Program

Mr. Chen presented a recap of the unfinished business on data collection, monitoring, and enforcement
function of the ARO.

Mr. Gonzalez reiterated his interest in creating an ombudsman program and training community outreach
staff in the school districts.

Ms. Moore stated her interest in an increase in enforcement because it protects the responsible renters
from slumlords. The City should institute a 90-day statute of limitations for a tenant who has received a
no-cause eviction to report and seek damages from a landlord who does not maintain the rent level for a
new tenant.

Mr. Scott said that much of the data collection can be outsourced to third parties instead of the City. More
education is needed.



Ms. Rosenblatt said that it’s important to establish the appropriate context for data analysis, such as
homeowners/renters and demographics/specific populations like persons over 65 and students. It’s
important to understand the needs of vulnerable populations.

Ms. Morris said that it’s necessary to remember that the collection of data is necessary to have local data
to analyze. It is important to understand what the City is doing to affirmatively and proactively enforce
the ordinance.

Mr. Pierce said that the City should better track the supply and demand balance of housing. Planning
decisions directly impact the supply, which drives up rents when demand is high and supply is low.

Ms. Moore said that while she agrees with the need for a more robust program, but does not want an
expensive beaurocratic program.

Temperature check:

Green: Hyjer, Inglis, Moore, Morris, Rosenblatt
Yellow: Gonzalez, Howard, Pierce, Scott

Red: None

Absent: Carney, Neely, St. Laurent

(e) Presentation and discussion on the consideration of a just/good cause eviction ordinance
(Housing Staff, Facilitator)

Mr. Chen presented information on the current termination of tenancy, the unlawful detainer process
and the provisions of just/good cause provisions in other cities.

Mr. Scott stated that the presentation did not include important laws, including the noticing
requirements or housing discrimination.

Mr. Howard said that the San Jose Ordinance already requires specific protections for tenants, which
are material to the discussion and not presented in the presentation.

Ms. Moore asked the definition of “duress” on slide 9 and the qualification of illegal subleasing. Are
there provisions to protect owners from harassment?

Ms. Morris said that California law stipulates 30 and 60 day noticing dependent on the tenure of the
tenant. The 90 and 120 day noticing requirements are stipulated in the ordinance. It’s important to
remember that if a tenant does not vacate the unit at the end of their notice, the landlord will go
through the unlawful detainer process. When a year lease converts to a month to month lease, the
landlord will serve a 30-day notice, 30 days prior to the expiration of the lease. The five day answer
period during the unlawful detainer process is not a period for the tenant to comply. When a tenant is
offering an affirmative defense, citing discrimination, the burden of proof is on the tenant.

Mr. Gonzalez said that the data does not support there being a problem the current no-cause
provision. As a landlord, he does not want to evict a tenant that is responsible. Evictions are
expensive because of the work required, lost rents, lost tenants. Owners can lose 2-3 months of rent,
and on average, cost 10-15k per case. The City doesn’t need policies to protect good tenants — the
landlords already do that. The unintended consequences of just cause include the voluntary move-out



of good tenants while the eviction process proceeds for a bad tenant. Evictions typically take 3
months from when the problem starts to when unlawful detainer begins. Landlords typically provide a
grace period for tenants who cannot pay rent. When eviction notices are served, tenants get upset and
may damage the unit. Also, Judges may issue a judgement that provides additional time for a tenant
to move out.

Ms. Moore asked if a tenant violates the lease in a non-material way, if the tenant can be evicted or
not.

Mr. Pierce said that if a tenant cures the issue within the 3-days of the notice, the issue goes away.
The process restarts each time they re-violate the lease.

Mr. Howard asked if City Attorney staff was available to answer questions about the legal issues
pertaining to just cause eviction.

Ms. Moore said that there are professional tenants that know the process and move around apartments
and not pay rent. Ms. Moore offered an example of a tenant that was disrupting the community by
vacuuming in the early morning hours. Complaining tenant would not provide a written report of the
issue.

Ms. Rosenblatt said that she has experience evicting squatters and the process is lengthy. Nuisance
includes a range of problem behaviors, including domestic violence, which expands beyond poor
people. Ms. Rosenblatt offered that the Housing Department provide a lease addendum outlining the
rights and responsibilities of tenants and owners that include just cause.

Mr. Hyjer said that just cause is essentially blanket amnesty for tenants. His company has litigated
just cause evictions on many occasions and never prevailed. Just cause is a failed concept.

Mr. Scott said that the relevant question is not about whether or not the owner needs cause to evict,
but rather if the owner should have to state the cause and prove the case in court. There are many
questions that can be raised as defenses which take a long time to resolve. Jury trials cost landlords
$30,000 when legal aid attorneys are paid by a grant. The majority of the time, owners have a good
reason but would prefer to not litigate.

Mr. Howard said that just cause is in place to prevent property owners from serving no-cause
evictions to increase the allowable rent increase. This issue was dealt with in 2003 when the noticing
requirement was put in place with a unanimous vote from the City Council. Instead the City should
enforce the serving of the 90 day notice provisions. Often owners help tenants find new housing after
serving a notice. Creating a just cause ordinance would force owners to serve the tenant with an
eviction, which damages their record. It’s important to think about which body will create the just
cause ordinance and whether that group will politicize the process. Crime free housing is currently
being discussed by the City Council, which will impact the just cause framework. Displacement of
good tenants, as well as bad tenants that would’ve avoided an eviction under the no-cause notice.

Ms. Rosenblatt said that issues with the just cause procedures should be directed to the State
government.



Ms. Morris clarified that the Court process can’t be modified by the City. The City can set the reasons
for cause. Specifically speaking to the question of fairness its necessary to balance the burden on
landlords to go to Court under Just Cause, with the extreme burden on tenants under the no-cause
eviction. The self-help center is only open for a partial day, twice a week to support tenants through
the process. Most tenants are not represented in court. The 90-day notice is not an effective substitute
for just cause.

Mr. Gonzalez said that just cause would offer no certainty, predictability or fairness to owners. It’s
also not fair to good tenants who have to live with bad tenants under an extended removal process.

Ms. Inglis: Many tenants are afraid to call code enforcement because of retaliation. Just cause
provides the tenant greater certainty that landlords can’t or won’t retaliate against them. Displacement
impacts different socio-economic classes differently.

Mr. Pierce said that state law is already imbalanced,; tilting towards tenants because of the difference
in noticing terms. Landlords have a duty of care under the law, which most take very seriously. Just
cause does not provide a landlord any safe harbor under the law because it ties the hands of landlords
trying to manage their property and keep tenants safe. Offered an example of a tenant who was
making threats against management and other tenants; issued a 3-day notice to quit and lost the case
in court. Owners don’t have a mechanism or resource to get free help with the eviction process. Just
cause offers no stability. It’s fairly simple for a tenant to terminate a lease.

Mr. Scott said that retaliation is a serious. Some tenants don’t have a fear of retaliation when they
knowingly and willingly violate the law. If a tenant does file a retaliatory claim, the burden of proof
shifts.

Ms. Morris said that the self-help center does provide free help for owners. Acknowledges

That landlords don’t often file no-cause notices without a reason but some reasons are trivial or are
illegal. Examples: tenant didn’t say hello to landlord, tenant requested a reasonable accommodations
for a disability, tenants are said to be strange. The ability to give a no-cause notice puts themin a
position to lose their housing without understanding the reason. Most evictions are based on non-
payment of rent. If landlords are in a position where they need to document the reasons for evictions
that may cause the landlord to have a more of a presence on the property. Just cause eviction does not
prohibit an owner from providing a tenant more time.

Mr. Hyjer said that this should not be misinterpreted as an extreme issue. The data does not show an
issue.

Ms. Rosenblatt said that there are other legal means like restraining orders to deal with problem or
nuisance tenants.

Mr. Gonzalez said that he would never kick out tenants over a trivial issue. If the issue is an illegal
cause, the landlord should be enforced against. The last thing a landlord wants to do is to retaliate.
The issues discussed today are all being discussed under the context of the laws we have today — not
just cause.



Mr. Pierce said that owners are prohibited from discriminating against those with disabilities. Owners
use no-cause noticing to ensure the quiet enjoyment of the property. The majority of owners are good
people. Bad owners should be enforced against.

Ms. Moore said that 99% of owners and renters are good people. New laws won’t be followed by the
1% of bad apples either. Both sides are afraid of retaliation. Tenants won’t testify in court and owners
don’t have attorneys on retainer. The definition of substantial violation of the lease is important.

Mr. Pierce said that there is no change necessary to the program because good tenants are not being
given 90-day notices.

Mr. Gonzalez shared Mr. Pierce’s statement and said that there should be an expedited process for
removing bad tenants.

Ms. Rosenblatt said that education and enforcement is important.

Mr. Howard asked if the any of no-cause notices resulted in residents asking staff for assistance. Mr.
Howard subsequently asked how many 60 days resulted in an arbitration hearing. Lease agreement
already provides protections because it stipulates the rights and responsibilities of both parties.

Ms. Inglis said that a just cause program should acknowledge the imbalance of power between
landlords and tenants. Most tenants are good tenants because they want housing. Any program needs
an education component. In San Francisco the City just had to tighten up the language around
“substantial violation of the lease” because owners were getting so good at finding cause.

Ms. Morris said that a thoughtfully constructed just cause ordinance would serve the purpose of the
ARO. Tenants don’t often get to make a choice about where they want to live, even if they have a bad
landlord. This public policy will be applied broadly.

Mr. Gonzales said that legal fees are expensive for owners. Just cause will add more bureaucracy to
solve a problem that impacts very few people according to the data.

PUBLIC COMMENT

Owner: Owner since 1989. Has problems with renters on an annual basis. Owners are trying to
protect good tenants from bad tenants. 90-day no-cause provisions make dealing with bad tenants
very difficult.

Tenant Advocate: Lives in rent control unit and attorney. Landlord often notice tenants for improper
causes. Just cause balances power.

Tenant Advocate: Landlords don’t understand that the good tenants are subjected to an arbitrary
power. Would it be okay if the City evicted landlords for no reason?

Owner: State law deals with the issues represented in today’s topic in a satisfactory fashion. The law
has been around for 45 years and has served San Jose just fine. Expansion of the program will just
increase staff and be expensive.



Tenant: Evictions need to be fair and the parties need a balance of power.

Owner: Many other cities have rejected just cause recently. The problem is that landlords are using
the 90-day notice to increase rents. The City needs enforcement of 90-day notices, not just cause.

Jose Salcido: Experience with Hoffman-Via Monte neighborhood is that both sides work together to
get out bad tenants and the tenants are very concerned about retaliation. Just cause will make that
process more difficult.

Owner: Laws are supposed to help people. Just cause will make tenants life harder when bad tenants
can’t be evicted. Just cause will also discourage investment in San Jose rental housing. No one wants
to invest in San Francisco.

Tenant Advocate: This issue is before the group because people are being forced out of housing and
rents are being raised exponentially. Just cause eviction ordinance is necessary.

Owner: Absence of just cause ordinance helps tenants. His residents were afraid of a drug ring that
had been established in his building. Filed unlawful detainer for non-payment of rent but the process
took quite some time.

Owner: Good tenants won’t need this law because they don’t break the rules and are already protected
by the owners.

Owner: Broker, manager and owner of ARO buildings. Have not evicted more than 3 tenants in 20
years. Use no-cause evictions to help tenants find new housing, or tenants correct their behavior.

Owner: Laws shouldn’t be changed because people aren’t following them. The City should enforce
its existing law, not change the eviction proceedings.

Owner: Good tenants need protections. Bad tenants create a bad living environment for tenants.
Owners need venue to deal with bad tenants.

Owner: Understands that the ordinance is intended to protect renters, but just cause will give bad
tenants too many protections.

Owner: Everyone has the right to be treated equally and fairly. If just cause is applied, it should apply
to both parties — tenants should have to provide reason for choosing to vacate the property.

Owner: In an education setting the teacher would be the landlord and students are tenants. Bad
students are hard for landlords and are disruptive to the learning environment of tenants.

Owner: Tenant didn’t pay rent and the unlawful detainer process took a long time to use, all without
rent payment. Owner lost $10,000 through process.

Owner: Stability is important for small landlords. Normal landlords don’t evict tenants, even when
they are scared, because they need rental income and don’t want vacancy.

Owner: Landlords won’t use eviction process because it’s a last resort.



Owner: Just cause drives away good tenants and keeps bad ones.

Owner: Many tenants are very nice and would never evict them. Sometimes when difficult situations
occur they have used 90-day notice because the standard of proof is hard to meet for unlawful
detainer.

Owner: Has never had to evict tenants. Just cause would prevent him from removing a bad tenant and
maintaining a safe neighborhood. Eviction process is too expensive.

Owner: Landlords don’t want to evict good tenants. It’s expensive to evict tenants — loss of 3 months
of rent, plus the legal process. Could be about $10,000 to remove bad tenants. People should think
about how they would feel if the criminal was their neighbor.

Tenant: Owners should put themselves in the tenant’s shoes. Used to manage apartments and when
tenants had to be moved, they followed the law and recaptured the money owed to them. Kicking a
tenant out of their home without good cause is shameful.

Tenant advocate: Tenants often get evicted for the reasons of just cause. It is already happening.
People should go to eviction court and watch how easy it is to evict a tenant.

Resident: Just cause evictions take away the owners’ rights to manage their property in a way that
creates a safe community.

Owner: The standard of proof is too high to prove in for-cause evictions.

Owner: Rents to section 8 tenants. Just because other cities have just cause doesn’t mean that the
policy is good.

Owner: Small owners don’t have the resources to manage the eviction process. Owners need stability
as well.

Owner: May get out of the rental housing business if just cause is put in place because of the impact
to her bottom line. Just cause does not stabilize rental market.

Owner: Just cause will cause a chain reaction that hurts the rental market because good owners will
have fewer resources to create a good and safe community.

Owner: Owns property in Oakland and had a bad tenant.

Manager: 45 years. Constantly evicting people from buildings for cause. Just cause will turn San Jose
into East Palo Alto and Oakland.

Owner: Small landlord for 20 years. City should have a crime free policy, not just cause.

Owner: Just cause will hurt ability to create safe housing and will not impact the housing shortage.
Don’t turn San Jose into San Francisco.



Owner: Just cause is a bad policy. Eviction is not an easy process. Tenants know how to slow down
eviction process, which took 6 months.

Owner: Evicting tenants cost money. Good tenants should not worry about eviction because they
won’t be evicted. No one wants bad tenants to live there. Just Cause will bring down city.

Tenant: Opposed to just cause provision. Has a good relationship with landlords and has never feared
eviction. Just cause only helps bad tenants.

Tenant advocate: In favor just cause. Earlier this year there was a fire on story road because a bad
landlord didn’t manage their building. Tenants were afraid to come forward with code complaints
because of retaliation.

Owner: Just cause removes rights of owners to select who they do business with.

Owner: Opposed to just cause because it makes removal of bad tenants more costly and time
consuming. Chose to invest in San Jose instead of San Francisco.

Tenant Advocate: Tenants can’t protect themselves from bad landlords, just like landlords have said
they need protections from bad tenants. This leads to abuse of tenants.

Owner: Just cause creates a corrosive relationship between tenant and owner.

Temperature Check

Green: Inglis, Morris, Rosenblatt

Yellow: None

Red: Gonzalez, Howard, Hyjer, Moore, Pierce, Scott
Absent: Carney, Neely, St. Laurent

(f) Open Forum

Owner: Experience in eviction court is that you have to have evidence with statements.
Tenant Advocate: Tenants need protections. There should be a 2% cap on rent increases.
Tenant: Received a 16% rent increase and 8% increase. Wages aren’t tracking with rent.
Owner: 37 years of management and have only done a few evictions.

Owner: Enforcement is important to ensure that bad landlords aren’t abusing tenants.

Owner: Rising rents are the symptom of a lack of supply that is overly in demand. What are we going
to do to build more housing?

Owner: Changing the ARO will change the relationship between tenants and owners.

Tenant: We need to find a way to collect better data.



Owner: High rents are not going to be solved by rent control. Supply is the solution. People in need
should access a government fund to help them pay rent.

(9) Adjourn Facilitator Shawn Spano adjourned the meeting at 2:07 pm.
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L 1ive at an ARO apariment
Vive en un apartamento alquiler ordenanza.

[T I own or operate an ARO apartment
Soy duefio o apero un apartamento alquiler ordenanza.

¥ 1 am a member of the public. Soy un miembro det publico.



Hi,

| am sharing with you our personal eviction story which is
ongoing: tenants didn’t pay rent for Sept nor Oct, using various
excuses to delay paying, requiring our contractor to visit 3-4
times costing several hundred bucks. Enough is enough, we

filed eviction on early Oct and court day is finally set in mid Nov.
The cost for lawyer plus court fee, is 1800, fingers crossed, they
are out by the end of Nov, looking at 3 months of lost rent
totaling 5800, during this period, we still need to pay the
mortgage, property tax and absorb the utility costs, setting us
back another 3200. Adding up all the costs and lost rents, we
are staring at a hole of more than 10 grands just for this unit
before tenants even depart, a straight-forward ev'ic’gion CaSe Lo thot Fowt (i,
already tough as is, why make life harder for us? It d"iaigsn’t take
too many cases like this each year to break the back of a small

la ndlord4 SF,-we alt-heard-horror-stories-of-averaging -50k-to
evncwﬂﬁgiﬁfenaﬂkandewctmﬂmrnewﬁeeHHgASk in

s st

One last parting word: when we are already in a deep hole, the
top priority is to STOP DIGGING!




My family and | have lived in the same neighborhood
for almost 17 years. Our lives as immigrants here is
sometimes difficult because there are many barriers for
us to live as God commands. Since we arrived here
without any identity to prove ourselves it costs more to
get work and housing

If you do not know someone here, you often suffer
abuse and discrimination. | remember the first time |
said where | lived, my friends told me that my
neighborhood is ‘hot’ and | later learned that had to do
with gangs and drugs.

First we lived in a Garage paying $ 500/month. We
had to move out because the owner wanted to rent to
someone else. We looked around for other housing,
but it was always difficult, a landlord demanded a large
deposit and when we found a small studio we paid just
$ 750 rent but soon after we had to leave because the
manager required that we showed we had valid social
security including my two small children.

There, our cars were vandalized in the parking lot.
Parts were stolen off of the truck that my husband
used for work and we had no money to buy new parts.
It became so difficult that we moved as soon as we
could and went to a bigger house because my children
were growing into young men.

We were concerned because we would have to pay
almost double the rent so we decided to share the
house with two other families and lived very crowded.
We thought that this situation would be for a short
time but we’ve lived this way for more than two years.




When my children started school, | had to take my kids
to the one according to that district.

Their school seemed unsafe and it was far away . We
had to walk a lot so 1 learned to drive, so | decided it
would be better to take them to another school in
another district. At that point, my kids were well below
their grade level so we had to sacrifice further and get
up early to get to school on time. | would have liked to
have lived near these better schools but the rent in that
area was much higher.

To pay rent, my husband has to work weekends and
two different jobs. | try to help him but | earn very
little, | would like to have my own business but money
is needed to get that started.

Recently, | have been very anxious because the owner
of the house we rented announced that he was plan to
sell it. we spent several months anguishing over the
move and the sinking feeling of not knowing what
would happen if we were asked us to leave the house.

Just the idea of what we would be able to find, a rental
house that was cheap and the idea of moving and
having to find other schools. we were overwhelmed,
and spent nights awake wondering as we were going to
do.

We went through a lot of stress and many restless days
all that was reflected in our health. | had skin
problems ; my hair started falling out and | was not
sleeping well The family became impatient and irritable
very easily. | entered a deep depression and even
thought about going back to our country. But that




solution was even more distressing because it means
that our children go still suffer more there.

Finally, the new owners agreed to keep renting but the
rent has been increasing. My children and | see very
little of their father because he constantly works to
earn more money and everything is going to pay the
rent.

We are still looking for a place where we can live well.
We would like to find a home that will not cost much
because it is absurd to charge so much for a few old
houses | want to live in another neighborhood much
better than ours with clean streets, better shops and
schools or even better still, to be able to buy a home.
But we earn very little and want the best for our kids
and with low salaries we can not get what we need .We
save money problems and live day to day. In our
neighborhood my kids can’t even go out and have fun
and my kids resent it. Each passing day it all seems
more impossible,




Rent Control Advisory Committee 10/29/15

When a debt service regulation states, “The hearing officer can accept the purchase price as the
appraised value only if you, the hearing officer and two-thirds of the tenants agree.” thatis a
cumbersome requirement at best. When it also states, “Finally, the program staff can help
explain the rules but cannot assist you in preparing your claim. If you need such assistance you
may wish to consult with a financial, property management or legal professional.” that sends a
hostile message and I wonder if tenants receive the same. I've had IRS audits that were less
onerous that these regulations.

As an owner of a rental property, I am required by the City to have a business license $150 and
be charged an additional amount for each unit. If there is a reduction in the annual 8% raise cap,
owners will have no choice but to turn to improvement and debt pass-through petitions. If that
happens, estimates call for up to four new staff members at $100,000 each. This cost will be
borne by the owners along with expensive professional guidance. I doubt these extra costs will
be considered in a pass-through petition. These present regulations are daunting and deserve
some revision for clarity and manageability, which explains some of the chief causes of low
usage of the pass-through. All this points to the adequacy of the present rent control ordinance,
which allows owners to partially recapture extraordinary expenses through the 8% cap.

When one sees the phrase, “Conflict of Interest,” part of the explanation is broadened by
including “Appearance.” Several factors lead me to the Housing Division and its relationship
with the Advisory Committee. The Committee is spending time, clarifying, understanding and
making their views known to the public and staff. The voting method on the various topics is
tepid at best and sometimes called for before all facts are known. It is clear that Housing will
wade through the Committee’s statements and then present their interpretation of results. The
original concept of an Advisory Committee was to do just that. The Committee is such that in
most votes a majority can be made. These points might tame that “Appearance.”

1. Housing staff should do everything in its power to gather all comments and give the

results to the Committee and solicit comments, challenges, alterations and eliminations

during a public meeting. Then vote for passage of each item under consideration.

Voting results by the Committee should be passed on to the City Council intact,

Housing may give its opinions and recommendations separately.

Housing might have the appearance of Conflict by growing with the ARO expansion.

Under no circumstances should the hearing officer, be both mediator and arbitrator of any

dispute between tenant and owner.

6. There is always a propensity in working with clients from one segment (tenants) to
slowly see their point of view and become unintentionally biased.

7. Independent Ombudsman, mediator and arbitrator might be an idea to explore.

LA ol S




	Summary Report of Phase 1 Advisory Committee  Public Input (Final)
	10 7 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:11 pm.
	(b) Introductions— Mr. Spano introduced himself and Committee Members introduced themselves, including Mr. Matthew Carney, the final tenant representative.
	(c) Unfinished business from September 30th meeting, if any (Housing Staff, Facilitator)
	Ms. Neely asked how the Committee’s question will be answered. Web or in person?
	Mr. Gonzalez stated that he was pleasantly surprised that only .4% of the total properties were engaged in the petition process. Average price per 1-unit bedroom as stated in the 9/30 PowerPoint seems unrealistic and outside of his experience as a rea...
	Mr. Chen responded that we have procured a new data source through CoStar. Also investigating rate of change in addition to the delta between ARO and non-ARO rents.
	Ms. Morales-Ferrand also responded that it’s very difficult to monitor ARO rents because we’ve never recorded rents
	Ms. Moore asked when the answers and the data that was requested at the 9/30 meeting would be provided.
	Mr. Chen responded that the consultant team will be retrieving as much historical data and information from as possible.
	Mr. Pierce asked if the Committee be able to see the reporting data before the report goes to the City Council. And, should we wait for the consultant’s report?
	Ms. Inglis stated that data is important and that additional data is available through the Census. Committee should patiently trust the process. The City Council asked the group to address the problem so the Committee should take the issue seriously r...
	(d) Presentation and discussion on the inclusion of a requirement for income qualification of tenants in the ARO (Housing Staff, Facilitator)

	Public Comment  Owner: If this unit is still mine, why would you control tenants?
	Tenant: Of the two proposals, bedroom median income cap will allow more people into units. Seems like a lot of work for both parties. Harms tenants who are trying to save money to get ahead.
	Owner: Small landlord, runs own property. Costs a lot of money to get a new tenant. If tenant exceeds maximum income who is going to evict? Who is going to get taken to court? It is expensive to run apartments. Income is based on how long/hard people ...
	Owner: Income qualification sounds like communism. Goal seems to be to turn ARO buildings into public housing and owners don’t have the ability to opt-out. Totally unfair.
	Owner: Rent control ordinance is unfair. Units are smaller and older apartments which are purchased by hard working people who are not rich. He and his wife work really hard. This ordinance punishes small owners. Running public housing on backs of sma...
	Owners: Small rental property owner in San Jose. Concern about income qualification of tenants. Put tenants in fear of eviction if they work more. Hard for them to stay local and work harder.
	Owner: Advocates have heartfelt stories about the hardships that exist. Owns duplex. Against income qualifications because it won’t fix the problem and it will be a lot of work for owners. Income assumptions set at 30% but nationally it’s 50%.
	Tenant: Questions that are unresolved? Consequences of misrepresenting income? Consequences of renting to a tenant who wasn’t qualified? Delays in retrieving data? What if income cannot be proven? May be consensus that this process doesn’t serve the i...
	Tenant: Senior affordable housing in Willow Glen. People are living on the edge from social security, disability. Asking landlords to please understand the impact of receiving 8% rent increases. Thinks there should be a test for landlords who want to ...
	Owner: Concerns with the idea and implementation of income qualification. What happens when household size changes? Tenants should have privacy of their information and how will owners verify information? Walk away from this idea.
	Owner: Against income qualification. Issues with implementation. Firmly against the idea that government should increase staffing based on its own program
	Owner: Surprised that someone would propose this. Finding tenants is hard enough as it is. Likely discrimination lawsuits. No need to add additional burden to the landlord.
	Care about privacy information. Income qualification becomes a kind of discrimination. Very difficult for landlord to verify income, especially when incomes vary.
	Owner: The City is discriminating against people with money. Should have been vetted by legal department before discussed. Four new staff means more pensions.
	Owners: landlords have a right to manage their own personal property and this system will force landlords to take less qualified or lower quality tenants
	Tenant: Is not bothered by the “attack” on the rich idea. What’s unfair is expecting 8% returns every year.
	Owner: Tenants rights group has a point. It’s very difficult to make money in San Jose. None of the AROs are means tested. What is being presented is solving a social problem on the backs of 400-500 people.
	Mr. Pierce: landlords are already providing a public subsidy – it’s just not funded by a public entity. If looking at marginal price – the lower you allow the price, the longer the tenants stay which reduces the units available. If someone’s income ju...
	Ms. Moore: The income qualification was intended to prevent abuse and keep units available for those who need it.
	Ms. Rosenblatt: Sympathetic to concerns of owners. Has experience with income qualification as a lawyer. People lie in their court documents under penalty of perjury and she’s sure they’ll lie or underreport income to owners.
	Ms. Morris: Rent control is good to prevent displacement of long-term and in-place tenants. Because tenants have stability in their housing they may be able to build wealth for education, savings, etc. Looking at income qualification, it doesn’t reach...
	Mr. Scott: City has 17,000 affordable units. BRM has many formulas. We aren’t serving enough of the very low income people. Most affordable units go to people with higher income. Wonders how many people means test out of affordable housing. Lowering t...
	Ms. Inglis: Means testing associated with ARO programs is a solution looking for a problem. Median household income for low income tenants – won’t statistically have a lot of tenants. Non-issue. Reiterate point previously: ARO is best at anti-displace...
	Mr. Hyjer: Income restriction is for existing tenants because when the unit becomes vacant, the unit goes to market. Mr. Pierce’s suggestion allows landlords of units with tenants whose income grows, to recoup more in rent because the tenant no longer...
	Ms. Rosenblatt: Lives in a 40-unit complex. Some units set aside for seniors on fixed incomes. When building was purchased by new owner, those units were eliminated. Wonders if that requirement exists to set 10% of units aside.
	Mr. Hyjer: Depends on the type of program that the building owner was participating in. Possibly a bond restriction or a program that was part of the deed.
	Mr. Gonzalez: His tenants are low income families. The real answer is added supply of below market rate units. We should incentivize Mr. Hyjer’s company to build more below market rate units.
	Mr. Howard: Rent control is an affordable housing program but the subsidy comes from a private owner, not the government and the subsidy is tax free to the recipient. People who need the help are those with less than $100k. We need to have a better un...
	Ms. Neely: How are incomes tied to rent increases under income restriction? Can income fluctuate in an income restricted program?
	Ms. Inglis: Helpful if we could scale back rhetoric. Rental subsidy programs exist. Rent control is not a subsidy program.
	Mr. Pierce: Important to note that income qualification could remove the incentive for a higher income person who is receiving a subsidy for their rent that they don’t need. If the rent restriction is removed, the tenants rent can grow and they can mo...
	Ms. Rosenblatt: Doesn’t have a problem with a means test, but wonders if there is a means test and monitoring that owners would even like.
	Temperature Check: Should the City continue to explore developing an income qualification model for the ARO?
	Yes:   Howard, Pierce, Scott, Moore, Gonzales
	Unsure:  Carney, Neely, Rosenblatt
	No:   Morris, Hyjer, Inglis
	Mr. Howard: Recommendation: Should the City explore an incentive based income qualification program?
	Yes:   Gonzalez, Rosenblatt, Moore, Scott, Pierce, Howard, Carney, Hyjer
	Unsure:  Morris
	No:   Inglis
	Owner: Duplexes today are $1M, which requires about $4,000 a month or $2,000 a unit. These units are older and won’t last long. $1750/month for his units.
	Owner: Reality is that adding restrictions to the easiest type of property to occupy. These properties are already losing money in these markets, which means that owners will re-occupy these buildings. Big displacement risk.
	Owner: Problem with voting process on previous item. Roll call voting influences people voting later down the line. Photos were taken of vote. Thinks photos will be sent out which could cause people to be attacked.
	Tenant: City Council posts their votes publically so no issue with voting. Should include duplexes in the ARO. Previous conversation: if all of a sudden renters are forced into higher rent units they’ll lose the savings they had created.
	Owners: Small landlords own duplexes. They are working class and they will have to work very hard. Have to work hard to attract tenants. Squeezes owners. Small owners are struggling just like tenant.
	Owner: Two duplex owner, worked very hard to own duplex without subsidy from government. Doesn’t increase rent very much ~$50/year? Encourages people to keep units out of the market.
	Tenant: Why were duplexes originally excluded from the original ARO? The impact of a rent increase for
	Owner: Previous owner of duplex owned debt-free. She paid $850k and property tax is very high. Those costs are before improvements. When they bought the unit the property was not under rent control.
	Owner: Owns a duplex – opposes rent control – why can duplexes be included now if it was originally excluded?
	Owner: Sold a duplex for 500k that was generating $43k a year in operating income. After taxes and improvements, income goes away.
	Tenant: Duplexes should be included. Not enough affordable housing in San Jose. How could people ever become to owners without saving money? 2/3 are landlord occupied – need an answer.
	Owner: Lives in San Jose for 20 years and owns a duplex. Housing shortage is about supply. Rent control won’t solve the supply problem. Rent control restricts housing supply. Not a healthy system, like San Francisco.
	Owner: Property manager for duplexes. Very difficult to make a profit.
	Owner: Owns duplex. Shortage of housing drives rents up. Lots of people who need help. Every tax payer should contribute, not just a small percentage of population. Willing to sell unit to City for them to rent to tenants.
	Mr. Howard: Asked if there been a legal review as to whether this was legal under Costa-Hawkins.
	Ms. Inglis: Questions on Costa-Hawkins. SF could only apply it up to 1979.
	Mr. Hyjer: When scrubbing the data, pull out the number of owner occupied units.
	Ms. Moore: Including duet homes and duplexes would discourage single family homeowners from building units over their garages or from adding density to property. Creating a rental regulation for those units would discourage those additions which is a ...
	Mr. Scott: Against adding small properties under rent control. Recent immigrants often look at these properties to move their families in.
	Mr. Pierce: Liberalizing planning process to include granny units is a way to expand the housing stock. Should not hurt that building type by regulating duplexes.
	Mr. Howard: Concerns about data available. The Committee has very meaty issues to take up. Not sure this is an issue that merits addressing. Recommended doing a temp. Check now about whether to take the issue up at all.
	Mr. Morris: In favor of including duplexes. Issue is significant and shouldn’t be treated lightly.
	Agenda item will move forward under unfinished business.
	Owner: data is critical to make good decisions. If you look at 5 years ago, so many people lost their jobs and homes because they could not afford to live here. Comparing best and worst time.
	Owner: In America we insist that we have equal opportunity for all. Rent control decreases the opportunities for those who are looking for housing which is not fair. Those who are supporting rent control.
	Owner: More and more people cannot afford a place to live. Problem is supply and demand. Communism failed for a reason. SF has high rent for a reason.
	Owner: When you buy a property you get a silent partner in the United States Government. Bought small building built early in the 1900s through a loan. Properties are becoming gentrified. Shouldn’t have invested in them.
	Tenant: Regulations don’t cover new construction so granny units don’t count. Nothing stops landlords from passing through reasonable costs.
	Tenant: More balanced discussion. Rent control has been working for a long time. City Council stays working for a long time until people are ready to vote.
	Tenant: If the tenant’s income is relevant the landlord’s income should be relevant as well.
	Investor/Realtor: Housing shortage is an issue. Rent control is a disruptive policy – lose-lose for renters and owners. Less incentives for investors to engage. Less incentive for landlords. Lower quality housing for City.
	Tenant: Rents a condo with a decent landlord. Neighbors are having to leave due to rent increases of $300-$350 a month. Housing shortage is real. One moved away and another has moved in with family. Serious problem.
	Tenant: People are suffering under high cost of housing. This body isn’t making decision about building more housing, it’s supposed to discuss rent control.
	Owner: West San Jose: Free and fair market is the best solution for the City. Don’t make it more difficult to find housing.
	Owner: Increase supply through zoning regulations by making subdivision easier. Build more public transportation so that people can more
	Owner: Rent control doesn’t limit supply. Adding duplexes into supply is a good thing. We don’t need more buildings without restrictions.
	Owner: Keep it simple. Too complicated with too many creative issues. Simplify the program and the process. Open to rent control and willing to work through it.
	Public member: remind everyone that before just cause evictions is in place there will be many evictions. Landlords and tenants are not enemy so all should work together.
	Tenant: Advocate for tenants and the homeless. Strongly believe that means testing needs to stop unless landlords are being means tested at the poverty line for rent increases. Just cause is important and we need it.
	Owner: Questions aren’t answered. Concerning to know that City can’t put its finger on data on duplexes. Owners are willing to keep rents low to keep good tenants.
	(g) Adjourn

	10 14 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:06pm.
	(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and members of the Housing Department introduced themselves.
	(c) Unfinished business from October 7th meeting, if any (Housing Staff, Facilitator)
	(d) Presentation and discussion of Consultant Scope of Work, including background information, contextual information, financial outcomes and fair returns (Housing Staff, Facilitator)
	Owner: Number one issue is displacement and providing people a consistent and predictable rent. City is landlord but they don’t own property.
	Owner: Feels sorry for people who are being evicted but rent control doesn’t solve problem. If owners lose money – costs are increasing – owners will have to increase rents for new tenants or they will sell the unit.
	Owner: Small property owners from San Francisco, costs are increasing. Salaries are increasing so owners should be able to increase rent. Need 8% to cover cost of properties. Retirement investment.
	Owner: Broker for 45 years. Question for committee: does anyone who believes inclusion of duplexes own property?
	Owner: Mother with full time job and small landlord. Treats tenants as a customer, with customer satisfaction is highest priority. Rental agreements should be between landlord and tenants – not government.
	Owner: Landlords should be notified of this process. City should notify all landlords.
	Owner: Rent control should be responsive to market downturns.
	Owner: Affordability issue is real but rent control is not the solution. When there are 100 people and only 50 units there will always be an affordability problem.
	Owner: Rent control is already fair. Bought run-down property and spent his own money to bring the units up. It will take 5-7 years to bring rents up to a reasonable level and knows that in the long run he’ll make a profit. Had SF ARO property and cou...
	Owner: Fair rent control now. Without control, wild fluctuations happen like in MV. With strict rent control, owners can’t afford to maintain properties. San Jose’s rent control ordinance is just right.
	Tenant: Need housing. Solution is rent control. Landlords are evicting people because of market prices. Why no relocation?
	Owner: Lives in Los Altos. Economist and Engineer. Rent control is bad public policy – doesn’t control rents. Also a lawyer – just cause evictions gives tenants too much leverage.
	Owner: Property manager for 8 years. Works closely with HUD VASH and Bright Future program. Existing landlords may not rent to disadvantaged tenants under new restrictions.
	Owner: From San Francisco. Envious of SJ rent control. Flexibility is important. Politicians should not make economic policies. Politicians sensationalize evictions.
	Tenant Advocate: Housing crisis is real. Since 2010 rent increases are going on. Free markets only exist when there are regulations that exist. Regulations are lax in San Jose.
	Owner: Why now? In business you need some level of predictability. Lowering the annual allowable increase reduces predictability. What is the motivation behind Councilmember Peralez’s proposal?
	Owner: Big question is will the questions posed be sent to consultants. Why don’t we ask ARO owners to provide their rent rolls?
	Owner: Important to differentiate between ARO and non-ARO. Costs to duplex: increases over two years – roughly 7.5% increase over three duplex properties.
	Owner: Issue of granny units/second units. Sold older home with detached garage – everything to code. City determined that the dwelling was unlawful. City should look into code enforcement of granny unit.
	Owner: Bought duplex in San Jose a year ago. One unit was neglected. Invested to repair both units. Families moved into the units and one started a business. Won’t buy a second duplex in San Jose.
	Owner: Reports on rent control state that regulations only benefit the existing residents. This displaces future residents who can’t afford to live in the area.
	Owner: Fair value of rent increases is really the real return of the owners hard work. Rent control is a socialist policy. Destroying the fabric of free enterprise.
	Owner: Was a social worker for many years. Keep an open mind to learn from the real estate experts. Duplexes are owned by mom and pops. If included, should have a sunset clause triggered by vacancy rates.
	Tenant: Has three jobs. Housing crisis is real. People are living in the streets and in their cars. Evictions without cause are happening.
	Owner: Agent in San Jose. Works with a lot of property owners. Duplex owners manage properties themselves and more restrictions will destroy American dream.

	10 17 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 10:14am.
	(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and members of the Housing Department introduced themselves.
	(c) Unfinished business from October 14th meeting, if any (Housing Staff, Facilitator)
	(d) Discussion and possible action of unfinished business from October 14th meeting (Housing Staff, Facilitator)
	Renter: Property manager and believes that increases in rent are not unscrupulous but are reinvestment in properties. Property owners are business owners
	Owner: Invested in duplex in 1978. Rent has grown over time at 4% a year – not 8% which would be ahead of market. Rate of job growth has decreased. This is good for tenants and landlords.
	Owner: Perception that every landlord raises rents 8% every year. Concerned about origin of data. Where will the consultants get the rental information? Consult websites and databases or contact smaller property owners?
	Tenant: 2% is a viable number because housing was still provided during downturn. Big incentive to push tenants out. Believes that people should’ve had two minutes.
	Tenant: ARO only impacts 35% of the housing in San Jose, and many owners in the room aren’t owners of ARO units. Hasn’t been updated since 1978 and needs to look at it again. Too polarized.
	Owner: Small housing provider. Renovation of apartment takes money and time – roughly 2 months without rental income. Cost of turnover of unit is roughly $10,000.
	Owner: Prices aren’t driven by cost, it’s driven by the market. Regardless of cost, the market sets the price.
	Owner: Tighter rental controls creates a decline in rental units.
	Owner: People may not be able to afford even low rent. Government should be providing housing to low income people, not private market.
	Landlord: This affects San Jose as a whole. Please be mindful of that. This isn’t about landlords and tenants. It’s about families.
	Tenant: Lack of incentive for people to invest in housing is absurd – everyone wants to own. Are all wages going to increase to match the annual allowable increase? Most people don’t get this raise. Rent prices are out of control.
	Tenant: Costs are often tax write-offs. Owners make a profit. Don’t lie about that. If it wasn’t profitable you wouldn’t be buying them. Mobile home parks have a 3-7% increase. Why are these different?
	Owner: In economic upturn right now but there are also downturns and owners must be able to save for those times. Rent control is a subsidy.
	Owner: 20 years ago the home prices were high. 10 years ago companies left and house prices went down. Be reasonable.
	Owner: Owns a 4-plex under rent control. Bought 10 years ago – not free and clear.
	Owner: Not all costs can be written off in 1 year. If the annual allowable increase is capped at 2% owners won’t have money to maintain properties.
	Property manager: Rent control does not work. Should look at the number of units that are taken off the market when rent control changes are made.
	Tenant:  Landlords profit off of the poverty of tenants. Landlords in the audience are mocking tenants which makes it impossible to trust them.
	Owner: Provides housing, which is not charity. Rent control forces small property owners to provide more and more charity. Normally doesn’t increase rent but will now.
	Owner: Pass through is not a good viable way to recoup costs and it’s controversial, will lead to more lawsuits. Low increase makes it difficult for owners to frontload costs.
	Tenant: Committee needs to stop using the word subsidy – rent control isn’t a subsidy.
	Owner: Owns one building. Costs are increasing. Root cause of the problem is high incomes from tech companies. Should create a fund to produce affordable housing.
	Owner: Against rent control of any kind. Family moved here for good job opportunities. Strong believer in free market and smaller government. Doesn’t agree with government interference. Bay Area has prospered because hardworking people from all over t...

	10 21 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:16 pm.
	(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and members of the Housing Department introduced themselves.
	(c) Unfinished business from October 14th meeting, if any (Housing Staff, Facilitator)
	(d) Discussion and possible action on potential modifications to the cost pass-through provisions of the ARO (Housing Staff, Facilitator)

	10 28 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 6:12 pm.
	(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and members of the Housing Department introduced themselves.
	(c) Unfinished business from October 21st meeting, if any (Housing Staff, Facilitator)
	(d) Presentation, discussion of the petition and administrative hearing process (Housing Staff, Facilitator)

	10 31 15 Meeting Minutes and Public Comments
	(a) Call to Order/Orders of the Day—Shawn Spano opened the meeting at 10:08 am.
	(b) Introductions— Mr. Spano introduced himself, committee members introduced themselves, and members of the Housing Department introduced themselves.
	(c) Unfinished business from October 21st meeting, if any (Housing Staff, Facilitator)
	1. Presentation, discussion and potential straw poll on data collection, monitoring and enforcement authority of the Rental Rights & Referrals Program




